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Arizona Public Service Company

PALO VERDE NUCLEAR GENERATING STATION
P.0.BOX 52034 « PHOENIX, ARIZONA 85072-2034

JAMES M. LEVINE 102-03739-JML/SAB/PMB
VICE PRESIDENT July 1 7' 1 996

NUCLEAR PRODUCTION

U.S. Nuclear Regulatory Commission
ATTN: Document Control Desk

Mail Station P1-37

Washington, DC 20555-0001

Deaur Sirs:

Subject: Palo Verde Nuclear Generating Station (PVNGS)
Units 1, 2, and 3
Docket Nos. STN 50-528/529/530
Submittal of 1995 Annual Financial Reports

Pursuant to 10 CFR 50.71(b), enclosed please find copies of the 1995 Annual Financial
Reports for the Participants who jointly own PVNGS. These Participants are Arizona
Public Service Company (APS), Pinnacle West Capital Corporation, Salt River Project, El
Paso Electric Company, Edison International (was SCEcorp), Public Service Company of
New Mexico (PNM), Southern California Public Power Authority (SCPPA), and Los
Angeles Department of Water and Power (DWP).

If you have any questions, please contact Scott A. Bauer at (602) 393-5978.

Sincerely,
JML/SAB/PMB/pv
Enclosures
cc. L.J.Callan (All w/enclosures)
K. E. Perkins : OD\‘\
K. E. Johnston “1\
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*Thank you for your fecent interest in our Company. Due t¢ the Plan of l
“Revrganization becoming effective on February 12, 1996, El Paso Electric
K‘Company was not required to produce an Annual Report for 1995. We
are sending you a copy of the Company's 1995 10-K in plage of the Kb
Annual Report you requested.

‘ Our new stock is traded on the American Stock Exchange under the
ticker symbo! EE, ‘

Sincerely,
v Sl Ll N
' Guillermo Silva, Jr. W
_{\. Secretary a
, . . —




= e e A \lrlé.ﬂrn\ﬁh.\\fﬁ»ahuea%i .

C—— - -




- ¢ @ ‘

Form 10-K

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

(Mark One)

X  ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF

THE SECURITIES EXCHANGE ACT OF 1934 (FEE REQUIRED)
For the fiscal year ended December 31, 1995

OR

O  TRANSITION REPORT PURSUANT TO SECTION 13 OR 15 d) OF
THE SECURITIES EXCHANGE ACT OF 1934 (NO FEE REQ! D)

For the transition period from ___to

Commission file number 0-296

El Paso Electric Company

(Exact name of registrant as specified in its charter)

Texas 74-0607870
(State or other jurisdiction of (L.R.S. Employer
incorporation or organization) Identification No.)
303 North Oregon Street, El Paso, Texas 79901
(Address of principal executive offices) (Zip Code)

Registrant's telephone number, including area code: (915) 543-5711 .
Securities Registered Pursuant to Section 12(b) of the Act:

Name of each exchange

Title of each class __on which registered

Common Stock, No Par Value American Stock Exchange

Securities Registered Pursuarit to Section 12(g) of the Act:
) None

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by
Section 13 or 15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such
shorter period that the registrant was required to file such reports), and (2) has been subject to such
filing requirements for the past 90 days. YES _X NO ___

Indicate by check mark whether the registrant has filed all documents and reports required to be
filed by Section 12, 13 or 15(d) of the Securities Exchange Act 0f 1934 subsequent to the distribution of
securities under a plan confirmed by acourt. YES _X NO __

* Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K
is not contained herein, and will not be contained, to the best of registrant's knowledge, in definitive
proxy or information statements incorporated by reference in Part III of this Form 10-K or any
amendment to this Form 10-K. [X]

As of March 15, 1996, the aggregate market value of the voting stock held by non-affiliates of the
registrant was $268,181,025.

As of March 15, 1996, there were outstanding 59,999,981 shares of common stock, no par value.
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N DEFINITIONS

The following abbreviations, acronyms or defined terms used in this report are defined below:

Abbreviations, Lo )
AgreedOrder .....vviviiviiinennnnn, - Agreed Order of the Texas Commission entered August 30, 1995
~ implementing certain provisions of the Rate Stipulation

ANPP Participation Agreement ......... + + Arizona Nuclear Power Project Participation Agreement dated -
August 23, 1973, as amended oo

APS i . Arizona Public Scrvxce Company ;

Bankruptcy Case .....cvvvvrvnninnnn w1 Thecase commcncedjanuary 8, 1992 by El Paso Elccmc
Company in the Bankruptcy Court as Case No. 92-10148-FM

Bankruptcy Code ..oocvvvvenriinnnnn. United States Bankruptcy Code, 11 U. S. C: §101 et seq. ..

Bankruptey Court oo .ocvneveennnnnnnnn United States Bankruptcy Court for the Western Districtof . .+ -
Texas, Austin Division

L] 3 Comision Federal de Electricidad de Mexico

Common Plant or Common

Facilities ...ovvviiinnneneennnnennn, Facilities at or related to the Palo Verde Station that are

common to all three Palo Verde Units

CommonStock ......cevvvvvinnnnnn. Common stock, no par value, issued by the Company in the
Reorganization .

Company ....ooveveeeninnrnsnnnness El Paso Electric Company

O *  Central and South West Corporation

DOE..ciiiiiiiienneirinennnnanans United States Department of Energy

EffectiveDate .......coiiviiinnnnnnns February 12, 1996; the date the Reorganization became effective

) 00 3 El Paso Electric Company

FERC ..iiiiiiiiriiiiieisiiinnnnees Federal Energy Regulatory Commission

Four Corners ............. esreennas Four Comners Project

) Federal Power Act

FreezePeriod .........coiiivivinninn Ten-year period beginning August 2, 1995 during which rates for most Texas

’ retail customers will remain frozen pursuant to the Rate Stipulation
ID .iiiiiiiiiittiesccrsentnnnns Imperial Irrigation District, an irrigation district in
: Southern California

KV i iiiiittiiiiinne, Kilovolt(s)

KW ittt it iiireeeeianannnns Kilowatt(s)

8 > Kilowatt-hour(s)

Merger «ovvieinieriiiiiiacesonnanns Proposed merger pursuant to which the Company would have become a
wholly-owned subsidiary of CSW

Merger Agreement .....vhiiiiiiianeen Agreement and Plan of Merger dated as of May 3, 1993 among
the Company, CSW and CSW Sub, as amended

MergerPlan .....coviiviiiiiiiiines Modified Third Amended Plan of Reorganization

MW ittt Megawatt(s)

CMWH i i i i Megawatt-hour(s)

New Mexico Commission +..ovvvveeaan New Mexico Public Utility Commission

NRC ..iiiiiiiiiiiiiiirnennnnennens Nuclear Regulatory Commission

1 ) o Texas Office of Public Utility Counsel

PaloVerde .....covvviiiininnnnnnnes Palo Verde Nuclear Generating Station

Palo Verde Leases ....covvvevinnnnnns Leases and other documents entered into in connection with a series of sale

and leaseback transactions in 1986 and 1987 involving a portion of the
Company's interest in Palo Verde

Palo Verde Participants ............... Those utilities who share in power and energy entitlements, and
bear certain allocated costs, with respect to Palo Verde pursuant to the
ANPP Participation Agrccment

@




Reorganization ......coeevvveannnncss

W4

Reorganized Company
SFAS .riiiecnrrtteniriiaereees

"
.

Terms

Fourth Amended Plan of Reorganization
Public Service Company of New Mexico )
Stipulation and Settlement Agreement dated
as of July 27, 1995 between the Company, the
City of El Paso, OPC and most other parties
to the Company's rate proceedings before the
Texas Commission providing for a ten-year rate
freeze and other matters
Reorganization and emergence from bankruptcy- -
of the Company pursuant to the Plan
The Company following the Reorganization
Statement of Financial Accounting Standards
Public Utility Commission of Texas
Texas-New Mexico Power Company

o,
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. e PART I

Item 1. Business . " ‘
’ AN General

The Company is a* pubhc utlhty engaged in the generatlon, transmission and dlstnbutlon of
electricity in an area of approximately 10,000 square miles in west Texas and southern New Mexico. The
Company also serves wholesale customers in Texas, New Mexico, California and Mexico. The Company
owns or has significant ownership interests in five electrical generating facilities providing it with a total
capacity of approximately 1,500 megawatts. For the twelve months ended*December 31, 1995, the
Company's energy sources consisted of approx1mately 53% nuclear fuel, 30% natural gas, 9% coal and 8%
purchased power. .

The Company serves approximately 274,000 residential, commercial, industrial and wholesale
customers. The Company distributes electricity to retail customers principally in El Paso, Texas and Las
Cruces, New Mexico (representing approximately 54% and 7%, respectively, of the. Company's revenues
for the twelve months ended December 31, 1995). In addition, the Company sells electricity to wholesale
customers, including Texas-New Mexico Power Company, the Imperial Irrigation District, a southern
California electric power agency, and the Comision Federal de Electricidad de Mexico, the national electric
utility of Mexico. Principal industrial and other large customers of the Company include steel milling,
copper refining, oil refining, garment manufacturing and cattle production concerns and United States
military installations including the United States Army Air Defense Genter’at Fort Bliss in Texas and"White
Sands Missile Range- and Holloman Alr Force Base in New Mexico.

The Companys prmcnpal ofﬁces are located at 303 North Oregon Street El Paso, Texas 79901
(telephone 915-543-5711). The Company was incorporated in Texas in 1901. As of March 1, 1996, the
Company had approximately 1,100 employees, approximately 30% of whom are covered by a collective
bargammg agreement that expires in June 1997 | . :

F ") S by

o Reorgamzatxon Under Ghapter ll of the Ban.kruptcy Code

Ay

Plan of Reorganization L v

On February 12, 1996, the Company's Fourth Amended Plan of Reorganization (the""Plan"), which
was confirmed by the Bankruptcy Court on January 9, 1996, became effective (the "Reorganization"). This
permitted the Company to emerge from a bankruptcy proceeding that began mJanuary 1992.

«  Asaresultof the Reorgamzanon, the Company has sngmﬁcantly reduced its total debt and simplified .
its capital structure. The Company's total obligations subject to compromise (excluding obligations related
to the Palo Verde Leases, which represented $700 million of allowed claims in the Bankruptcy Case) prior
to its Reorganization was $1,608 million. Under the Plan, this debt and the Palo Verde Lease obligations
were extmgmshed and the credltors recexved a combmatxon of cash and newly 1ssued debt and equxty

1
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securities of the Reorganized Company. The capital structure of the Reorganized Company consists of
approximately $1,189 million of debt, $100 million of redeemable preferred stock and approximately
$300 million of common stock equity. The Company has a $100 million revolving credit facility to finance
nuclear fuel purchases and to provide working capital. Approximately $43.3 million of this revolving credit
facility was drawn to finance nuclear fuel and is included in the debt described above. Under the Plan, all
of the Company's former common and preferred stock was canceled and the holders of such securities
received approximately 15% of the Reorganized Company’s Common Stock and the right to receive certain
litigation recoveries, if any. < : :

In addition, in connection with the extinguishment of lease obligations, on the Effective Date
arrangements pursuant to which the Company sold and leased back portions of its interest in Palo Verde
were terminated and the Company reacquired such interests. The Company has agreed to indemnify
certain parties to the sale-leaseback transactions against certain possible tax liabilities.

- The Company's Common Stock is listed for trading on the American Stock Exchange under the
symbol "EE" and began trading on February 16, 1996. - 1-

Rate Stipulation .

The Agreed Order entered on August 30, 1995 by.the Texas Commission became effective on the
Effective Date. The Agreed Order implemented certain provisions of a settlement (the "Rate Stipulation")
dated July 27, 1995 among the Company and substantially all of the other parties to a rate proceeding in
Texas. Among other things, under the Rate Stipulation, (i) the Company received a one-time annual
increase in Texas retail base rates of approximately $24.9 million; (i) the Company's base rates for most
customers in Texas will be fixed at this increased level for ten years beginning August 2, 1995 (the "Freeze
Period™; (iii) the City of El Paso granted the Company a new franchise that extends through the Freeze
Period; (iv) the Company will retain 75% during the first five years of the Freeze Period and 50% during the
remainder of the Freeze Period of (A) the revenues generated by providing third-party transmission services
and (B) profit margins from certain off-system power sales; (v) no refunds or surcharges will be made to
customers with respect to fuel costs and revenues for the period from July 1993 through June 1995; and (vi)
all appeals of Texas Commission orders concerning the Company and all outstanding Texas Commission
dockets concerning the Company's rates have been or will be resolved. '

Accounting Treatment . o '

The Company's financial statements following its emergence from bankruptcy will not be
comparable to the historical financial statements presented herein, which do not reflect the Reorganization.
The Company has set forth below unaudited pro forma financial statements that reflect the Reorganization
as if it had occurred on the dates specified therein.

The Company's unaudited pro forma financial statements have been prepared in accordance with
the requirements of Statement of Position 90-7, "Financial Reporting by Entities in Reorganization Under
the Bankruptcy Code" ("SOP 90-7"). Following its emergence from bankruptcy, the Reorganized Company




‘will apply fresh-start rcporting in accordance with SOP 90-7.- SOP 90-7 requires a determination of the
| Company's reorganization value, which represents the going concern value of all of the Company's assets
‘ (excluding liabilities), and an allocation of such value to the Company's assets based on their relative fair
‘ values. The application of SOP-90-7 results in the creation of a new reporting entity having no retained
| earnings or accumulated deficit. Management's estimate of the reorganization value of the Company on

a pro forma basis as of December 31, 1995 is approximately $1,875 million reflecting the appllcatxon of
fresh-start reporting as if the Company had emergcd from bankruptcy on that date

'z
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Pro Forma Condensed Financial Statements (Unaudited). . bt

The followmg unaudltcd Pro Forma Condcnsed Balance Sheet and unaudited - Pro, Forma
Condensed Statement of Operations are based on the historical financial statements of the Company,
adjusted to give effect to the Company's Reorgamzatlon and consummation of the related transactions,
including the apphcanon of fresh-start reporting, The unaudited Pro Forma Condensed Balance Sheet has
been prepared assuming the Reorganization had occurred on December 31, 1995.. The unaudited Pro
Forma Condensed Statement of Operations has been prepared as if the Reorgamzatlon had occurred
immediately prior to January 1, 1995.

The unaudited pro forma condensed financial information and accompanying notes should be read
in conjunction with the Company's historical financial statements and the notes thereto appearing elsewhere
herein. The unaudited pro forma condensed financial statements are presented for informational purposes
only and do not purport to represent what the Reorganized Company's financial position or results of
operations would actually have been if the consummation of the Reorganization had occurred on such dates,
or to project the Reorganized Company's financial position or results of operations at any future date or for
any future period. In addition, due to the seasonality of the Company's business, the results of operations
for an annual period are not indicative of interim periods. However, the unaudited pro forma condensed
financial statements contain, in the opinion of management, all adjustments necessary for a fair presentation
thereof.

The' Company has concluded it does not meet the criteria of SFAS No. 71, "Accounting for the
Effects of Certain Types of Regulation” ("SFAS No. 71"), necessary to reflect the effects of regulation in its
financial statements upon effectiveness of the Reorganization and therefore SFAS No. 71 is not applied in
the unaudited pro forma condensed financial statements. The accounting policies utilized in the preparation
of the unaudited Pro Forma Condensed Balance Sheet and the unaudited Pro Forma Condensed Statement
of Operations are generally consistent with those applied in the preparation of historical financial statements
(See Part II, Item 8, "Financial Statements and Supplementary Data-Note D of Notes to Financial
Statements") except as described herein and reflected in the pro forma adjustments. The Company will
apply fresh-start reporting upon emergence from bankruptcy as described below and in Part I, Item 8,
"Financial Statements and Supplementary Data~Note A of Notes to Financial Statements."

The Company determined its reorganization value by determining the estimated value of its pro
formacapital structure, exclusive of operational liabilities, based on management's estimates of future
operatmg results. Debt securities and preferred stock are reflected at face value and common stockholders'
equity is valued at $300 million (an aggregate of 81,589 million). Such amount plus pro forma operational
liabilities equals reorganization value. Reorganization value necessarily assumes that the Reorganized
Company will achieve its estimated future operating results in all material respects. If' such results are not
achieved, the value of the Reorganized Company could be materially different. For purposes of determining
reorganization value; management's estimate of future operating results reflect the impacts of the Rate
Stlpulatxon and the effects of the Reorganization, as well as other anticipated revenues and expenses.



Reorganization value was allocated first to assets, such as cash, receivables, inventories, and
investments, which have readily determinable fair values, and which generally approximate their historic
values. The remaining balance represents the value attributable to the Company's integrated utility system
because the Company determined that no value is attributable to identifiable intangible assets, such as

franchises. Such intangible assets do not allow the Company to receive values in excess of what would
otherwise be obtained. Therefore, the entire remaining balance was allocated to net utility plant in service.

This process resulted in a determination of reorganization value as of December 31, 1995 in the
amount of §1,875 million of which $1,474 million was allocated to net utility plant in service. The
determination of reorganization value and allocations under fresh-start reporting are for financial reporting
purposes only and are not intended to reflect the aggregate or individual value of assets for any other
purpose. See Note 2 of Notes to Pro Forma Condensed Balance Sheet (Unaudited).

The pro forma information reflects certain additional estimated adjustments resulting from the
Reorganization and the associated fresh-start reporting. These significant fresh-start reporting adjustments
" and impacts of implementation of the Reorganization include (1) the reacquisition of assets at Palo Verde
subject to sale and Jeasebacks and the termination of those leases; (2) the discharge of obligations subject to
compromise, which will be reflected in the statement of operations for the period prior to emergence from
bankruptcy as an extraordinary item; (3) the cancellation of existing preferred and common equity; (4) the
issuance of first mortgage bonds, preferred stock and new common stock, as well as payment of cash, to
satisfy the claims of creditors and equity holders; (5) the adjustment of the accrual for decommissioning Palo
Verde to represent the present value of estimated future expenditures for decommissioning; and (6) the
adjustment of deferred tax assets and liabilities to the amounts calculated under SFAS No. 109, "Accounting
for Income Taxes" ("SFAS No. 109"), based upon temporary differences between the income tax and fresh-
start reporting bases of the Company's assets and liabilities. '

In applying fresh-start reporting, the Company will determine, as of the Effective Date, the actual
reorganization value which will be allocated to the Company's assets, and the Company's liabilities will be
. recorded at their fair values. Accordingly, the estimated effects of fresh-start reporting reflected in the pro
forma information are subject to change.




See accompanying Notes to Pro Forma Condensed Balance Sheet (Unaudited).

Pro Forma Condensed Balance Sheet -
As of December 31,.1995
(Unaudited)
December 31, December 31,
1995 Pro Forma Adjustments 1995
Historical Debit Credit Pro Forma
ASSETS - | (In thousands)
Utility plant: : ’
Net plant in SETVACE +vvvsennseennnneennsonnsesnnsennenns $ 1,279,157 515,020(1) § 319,937 2% 1,474,240
Construction work in progress ... cerirrees rereeieeenees 61,274 . 61,274
Net NUCIEAr fUel + - v vvveeneeereennrenerensencsnasnensens 39,305 39.305
Netutility plant «oovnveeinniiiiingrnanenniniinnans — 1379736 515,020 319937 1574819
Current assets: “
Cash and temporary investments ....oeeveeeettanannees . , 262,507 918,930 (3) 1,159,127 (4) 18,310
4,000 (3)
Accountsreceivable ... iiiviiiniaiisirteseiieisansanen ‘ 59,233 59,233
Inventories . oooevnones eretiaseasarasensrsasarsarenes 32,737 32,737
Prepaymentsandother .o vvivieiiiiiaiiiiinnioneianss 8877 : 8877
Total current assets ....eeesene feeenrsssennessnanaus 363,354 918,930 1,163,127 119,157
Long-term contractreceivable . .........ccvieieenniiana 33,683 » 33,683
Deferred charges and otherassets ...........c0unnnen 33,118 16,490 (6) 60,608
11,000 7)
'‘Accumulated deferred income tax assets .............. v - 86311 (8) 86311
Total ASSELS «..vvrivennrencenasnonnssansronnnsnes 8 _180980) $ 1,547,751 §__ 1483064 § 1,874,578




Pro Forma Condensed Balance Sheet
As of December 31, 1995

(Unaudited) » ;
. , .
December 31, . , December 31,
1995 Pro Forma Adjustments 1995
Histf)rical Debit Credit Pro Forma
CAPITALIZATION AND LIABILITIES (In thousands) )
Capitalization: ' ’
Commonstock «ovveeiiniieriieeaerrnrennonnns eereas $ 339,097 | $ 339,097 (9 8 300,000 108 300,000
Accumulated deficit .......cvvviiiiiiiiiens, PR (758,032) 758,032 (1)) -
Net unrealized gain on markctablﬂc sgcun'ties, netoftax....... 172 172 (12)__. =
Common stock equity (deficit) . . . e, (418,763) 339,269 | 1,058,032 300,000
Preferred stock +.uveiiiinieinrennaneeerenrerennnnanas 81,464 81,464 (13) 100,000 (14) 100,000
Obligations subject to compromise .. v, v ovvenirnnanans fans 1,608,091 ’ 1,608,091 (13) ‘ , -
Long-term debt and capital lease obligation~. ..., Prraanans . = —1.189335(16)____1,189.335
Total capitalization .....v00vvveeeness Crarereesaene - 1270792 2,028,824 2.347.367 1,589,335
Current liabilities: . ) R
Accountspayable +.....earinaennn Sedraan Carqeedasnnns 34,900 10,475 (17) ‘ 24,425
Taxes accrued other than federal income taxes '+........ baas © 24629 i« o . o 24,629
Net overcollection of fuel revenues v.ovvevivreennn.. Cenens 53,788 142,292 (18) S . 11,496
Revenues subjecttorefund ....vveve. Crsesarssecaanae ‘e 35,582 “ 35,582 (19) - . -
Other v.vvvvvnnnenn. e e 14,266 : ‘ : 14,266
Total current liabilities ..... P Ve e 163,165 88349 - - - 74.816
Deferred credits and other Labilities:
Accumulated deferred inCOME taXES 4o v vevenennennsnennes 70,010 '70,010 8) ' -
Accumulated deferred investment tax credits v vvvvnenaaann 78,275 ‘ 78,275 (20) ‘ ‘ -
Deferred gain on sales and leasebacks ... [ 128,478 128,47821) ‘ =
DecOMMISSIONING «vv.vvevsnenns. . 47245 ! 37,0312 ' ° 84,476
OtEr «.evveerinpeennecnnenneens e e 51926 74.025 @) 125.95]
Total deferred credits and other liabilities ............. 375934 — 276,763 111,256 210,427
Total capitalizat?on and liabilities .............. X 21800891 § _ 2393936 l $ 2458623 §___ 1874578
Sec accompanying Notes to Pro Forma Condensed Balance Sheet (Unaudited). L | .
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Notes to Pro Forma Condensed Balance Sheet (Unaudited) S : .

The following notes set forth the explanation of the assumptions used and adjustments made in
preparing the unaudited Pro Forma Condensed Balance Sheet as of December 31, 1995. The unaudited
Pro Forma Condensed Balance Sheet should be read in conjunction with the historical financial statements
and the notes thereto appearing elsewhere herein.

The adjustments described below are based on the assumptions and preliminary estimates described
therein and are subject t6'change. This statement does not purport to be indicative of the financial position
of the Compan as of such date, nor is it indicative of future results. Furthermore, the unaudited Pro Forma
Condensed Balance Sheet does not reflect anticipated changes, other than the consummation of the
Reorganization, which occurred as the result of operating activities before and after the Effective Date and

~other matters. For the purposes of the unaudited Pro Forma Condensed Balance Sheet, the consummation
of the Reorganiza_gion is assumed to be as of December 31, 1995.

The unaudited Pro Forma Condensed Balance Sheet includes the following pro forma adjustments
based on the assumptions described below: '

1. To reflect the reacquisition of the Palo Verde assets that had been subject to sale-leaseback
transactionsand that were reacquired pursuant to the Reorganization. The amount of the addition to net
utility plant is the original cost to the Company of the leased assets subject to the sale and leaseback
transactions, less depreciation which would have been recorded if the Company had retained ownership of
the assets. In conjunction with the reacquisition of the Palo Verde assets, the owner/lessors of the leased
assets retained approximately $288 millionpreviously received by them from draws on letters of credit

supporting the Company's obligations under the leases. In addition, the holders of bonds issued by funding

corporations formed by the owner/lessors to finance the leases were allowed a $700 million unsecured claim
under the Reorganization, which claim was settled pro rata with other unsecured claims as outlined in
Notes 10, 14 and 16 of Notes-to Pro Forma Condensed Balance Sheet (Unaudited).

2. To reflect net plant in service at the amount determined in accordance with fresh-start reporting
pursuant to SOP 90-7. Of the amount allocated to net plant in service, as described above, which the
Company believes is supported by the Company's estimated future cash flows, the Company allocated
amounts to sub-categories within net plant in service primarily based on the Company's estimates of their
replacement cost less depreciation ("RCLD"). RCLD of generation assets was calculated based on estimates
of the current cost of gas-fired combined-cycle and combustion turbine power plants adjusted for
(a) differences in fuel and \bper'fit'ing costs between the existing plants and those plants used in the RCLD

'computations and (b) economic depreciation of'the existing plants, but without adjustment for differences
in the risks associated with gas-fired plants compared to nuclear or coal-fired plants. RCLD of transmission,
distribution and general assets was calculated by escalating the original'cost less depreciation ("OCLD") of
such assets by vintage year of acquisition to the current year using standard utility indicies. Due to their
nature, the RCLD of nuclear fuel and construction work in process was determined to be equal to their
OCLD. Because the total RCLD of the Company's assets exceeds the amount allocable to utility plant, the
excess was allocated pro rata to reduce the RCLD values to amounts that total the amount allocated to
utility plant. Portions of the Company's net plant in service will be depreciated more rapidly than their

~ remaining physical lives. See Note 4 of Notes to Pro Forma Condensed Statement of Operations
(Unaudited). ’
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The following summarizes the OCLD, RCLD pro forma and fresh-start values of the Company's
net utility plant in service as of December 31, 1995:

N
4

lassificati OCLD RCLD Mu

’ (Dollars in millions) ‘
Generation—Nuclear .................. $ 1,313 $ 582 $ 577
: e - 1: Y S 52 - 91 - 90
. =Coal ...t e deeoe 38 . 104 103
Transmission, distribution and general ... 391 710 704
Total covvrieeiiviiennneenennns $ 1,794 8 1487 . 8 1474

3. To reflect the net cash proceeds to the Company from the sale of the first mortgage bonds and
preferred stock in an underwritten offering and draws pursuant to a revolving credit facility.

4. To reflect amounts paid to creditors and bankruptcy professionals pursuant to the Reorganization
and other amounts expended prior to the Reorganization. This amount is net of approximately $6.4 million
of underwriter discounts and commissions which was borne by the creditors.

5. To reflect the:payment of the other costs and expenses incurred in the underwritten offering and
related to the revolving credit facility.

6. To reflect the Company's portion of the underwriter discounts and commissions and other costs
and expenses of the underwritten offering.

7. To record the estimated fair value of a warrant to purchase an equity interest in a non-affiliated
company (this warrant had been carried at zero in the historical balance sheet) in accordance with fresh-start
reporting. o ‘

8. To adjust deferred income taxes to reflect taxes applicable to the differences between the fresh-
start reporting bases of assets and liabilities and the corresponding income tax bases in accordance with
SFAS No. 109. The Company anticipates that if it had emerged from bankruptcy on December 31, 1995
it would have had a net operating loss carryforward for federal income tax purposes (including anticipated
future deductions attributable to retirement of first mortgage bonds issued directly to creditors in the
Reorganization) of approximately $840 million. The Company anticipates that limitations under the
Internal Revenue Code on the utilization of net operating loss carryforwards following a change of control
would limit the utilization with respect to approximately $103 million of the net operating loss to
approximately $22 million per year. The remainder of the net operating loss will not be subject to
limitation. In addition, the Company has net operating losses for state income tax purposes which result in
deferred income tax assets of approximately $54 million, an alternative minimum tax credit carryforward
of approximately $36 million and an investment tax credit carryforward of approximately $12 million.
Based on the anticipated levels of future taxable income, the Company believes it is more likely than not that
the federal net operating loss will be fully realized within the fifteen-year carryforward period. Therefore,
the tax benefit of the federal net operating loss has been fully recognized in the unaudited Pro Forma
Condensed Balance Sheet and no valuation allowance has been recorded against the deferred tax asset.
However, the Company has established valuation allowances for approximately $26 million of the deferred
state income tax assets (due to net operating loss carryforwards generally being available for only a five-year
period for state purposes as compared to fifteen years for federal purposes) and the full amount of the
investment tax credit carryforward to reflect the net amounts the Company concludes are more likely than

9




. . ”

not will be realized. These items and the temporary differences between the income tax and financial-

reporting bases of the Company's assets and liabilities upon emergence from bankruptcy would result in a
deferred tax asset of approxxmately $86 million in accordance with SFAS No. 109.

9. To reflect the cancellatlon of exxstmg common stock in the Reorgamzatlon

10. To reflect the'issuance of new common stock in the Reorganization. As described above, the
Company determined the reorganization value of the Company upon emergence from bankruptcy in
accordance with SOP 90-7. The Company also determined the fair value of all of its liabilities (including
the new first mortgage bonds) and the new preferred stock. The difference between the amount of the
Company's total assets and the sum of its liabilities and preferred stock is the amount assigned to common
stock. o . Corwmoe XOE ‘

At ‘u ‘ ) - :

11. To reﬂect the elimination of the accumulated deficit in accordance with fresh-start reporting.

12. - To reﬂect the ellmmatlon of the net unreahzed gam on marketable secuntles in accordance with
fresh-start reporting. .

13.: To reflect the cancellation of the existing preferred stock in the Reorganization.

14. To reflect the issuance of the new preferred stock. There are no sinking fund requirements for
the preferred stock, but it is subject to mandatory redemption in 2008.

15. To reflect the elimination of obligations subject to compromise in the Reorganization.
L ’ « f

. 16. To reflect the long-term debt and capital lease obligation that existed upon consummation of the
Reorganization. The amount includes $945.8 million of first mortgage bonds issued under the
Reorganization, $43.3 million under a revolving credit facility with Chemical Bank, $193.1 million of
obligations relating to pollution control revenue bonds assumed under the Reorganization, and a $7.1
million capitalized lease obligation. The pollution control revenue bonds bear interest at a variable rate
which is reset on a weekly basis. The capital lease obligation was recorded using an interest rate which
approximates the current rate. Accordingly, these liabilities are reflected in the unaudited Pro Forma
Condensed Balance Sheet-at their historical amounts, which equal their fair values. Contractual maturities
of long-term debt and capital lease obligation aggregate: $2.0 million in 1996; $1.3 million in 1997; §1.4
million in 1998; $169.8 million in 1999; $0.8 million in 2000; $150.0 million in 2001; $149.0 million in
2003; $236.0 million in 2006; $285.9 mllhon in 2011; $33.3 million in 2013; $100.6 mxlhon in 2014; and
$59.2 million in 2015. ‘

!1;7... To reflect the payment ef professional fees and expenses that were accrued as of
December 31, 1995.

18. To record the effects of the Rate Stipulation on net overcollection of fuel revenues. The Rate
Stipulation provides that (i) no refunds or surcharges will be made to customers with respect to fuel costs and
revenues for the period July 1993 through June 1995; and (ii) the Company will retain third-party
transmission revenues and margins from certain off-systems sales in accordance with the Rate Stlpulatxon
from July 1; 1995 through the.end of the Freeze Period.
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. 19. To record the effects of revenues collected subject to refund in Texas. The Rate Stipulation
provxdes that the Company will rctam all revenues collected since July 16, 1994 under its bonded: rate
increase.

20. To reflect the elimination of accumulated deferred investment tax credits in accordance with
fresh-start reporting. ‘ 4 N

21. To reflect the elimination of the deferred gain on sales and leasebacks associated with the
reacquired Palo Verde leased assets of $128.0 million and the deferred gain associated with a capitalized
lease obligation of $0.5 million.

. 22. In accordance with fresh-start reporting, the Company will reflect its liability for the
decommissioning of Palo Verde based on the net present value of estimated future expenditures for
decommissioning. Based on a 1995 study for Palo Verde prepared by an independent consultant, the total
future decommissioning expenditures through 2037 are estimated to be approximately $1.4 billion based
on estimated costs of approximately $229 million (in 1995 dollars) and an assumed average annual inflation
rate of 3.0%. The amount of decommissioning liability reflected in the unaudited Pro Forma Condénsed
Balance Sheet is the present value of the estimated future decommissioning expenditures calculated by
discounting such future expenditures using a rate of 6.0%. See Part II, Item 8, "Financial Statements and
Supplementary Data—Note E of Notes to Financial Statements."

23. To reflect various adjustments related to other liabilities. This amount includes an approximate

$3.8 million reduction of the non-current portion of net overcollection of fuel revenues, which results from

the Rate Stipulation as discussed in Note 18 of Notes to Pro Forma Condensed Balance Sheet (Unaudited)
above; an increase of approximately $72.0 million associated with the recording of unrecognized transition
obligations, gains or losses, and past service costs for the Company's employee benefit plans in accordance
with fresh-start reporting and an additional liability for estimated costs related to personnel severance
benefits; and an approximate $5.8 million increase related to a reclassification of certain liabilities currently
classified as obligations subject to compromise which will be assumed by the Company under- the
Reorganization.
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Pro Forma Condensed Statements of Operations’ ‘ :
For the Year Ended December 31, 1995 . .

(Unaudited) .
Year Ended Year Ended
) December 31, December 31,
1995 Pro Forma Adjustments 1995
Historical Debit Credit Pro Forma
(In thousands except share and per share data)
Operating revenues....... eecrrneanea beeressreenen weer 8504617 8 $ 40,4200, %" 545,037
Operating expenses: . '
Operation:
T Creteaniens 76,005 ‘ 76,005
Purchased and interchanged power .,,......... rereereneaes 16,568 : : ‘ 16,568
' , 92,573 L ‘ 92,573
Other «evterernernarnasnasasanenenns e e 208,445 . . 75976 @ 129,654
o, , 2,8150)
MaINENANCE +vvvvnenenrnenenseninenenereraesenens e 43412 43,412
Depreciaiior[i and amortization . ...vveeuesrrnannones Crenns 56,762 ’ 28,260 (4) 85,022
Taxes: ‘ ) ’ ‘
Federal income tax expense (benefit) cooovvevveneans e ‘ (11,248) 24,507 (5) 13,259
Other +vvvverivinernonennansssnsnns veraereans evenne 48,527 7,684 ©) 26211
438,471 60.451 78,791 420,131
Operating income ...... . 66,146 60451 119211 124.906
Other income (deductions): ~ - ' ‘ " : P ‘ :
Interestincome .....cvvvininenssiaanersansss reeens e - o 1,047 6) “1,047
Other, et vnveeennneerneernsernnerenneess evenneeeren . (910) o (910)
Federal income tax expense applicable to otherincome ......... ‘ : (474) 366 () (840)
: . ! v (1384 366 ' 1047 (703)
Income before interest charges ......... Cedtrerecennanne 64,762 P 60.817 120,258 . 124,203
Interest charges (credits): . W ) . ’
Interest .......u0n. e ieieeesseiasieeserraseennnsstaanns 91,923 99,133 (1) 91,923 9 104,202
5,069 8)
Other interest capitalized and deferred ......oovvvereennnnn.. (3.820) (3.820)
88.103 104.202 91,923 100,382
Income (loss) before reorganizationitems ............... {23.341) 165,019 212,181 23,821
Reorganization items (expense):
Professionalfeesandother .......ccciviiinreniiniienenonss (19,776) 19,776 (10) -
Interest earned on accumulated cash resulting from
Bankruptey Case ......ccvviiirieieinraniiiiintiieenins 13,237 13,237 (6) -
Federal income tax expense applicable to reorganization items ... (3.439) 34390 =
(9.978) 13,237 23215 =
Netincome (I0S8) .......iviiiiiinnieeerersnnanasinennns (33,319) 178,256 235,396 23,821
Preferred stock dividend requirements.........cccvunns = 11,897 (1) 11,897
Netincome (loss) applicable to common stock ........... $ (33319 § 190,153 § 235396 & 11924
Weighted average number of
common shares outstanding .......c.eevveiereennaenns e 390,944,330 e 29.999,08] (1
Netincome (loss) per share of common stock ............ s 09) § 020

See accompanying Notes to Pro Forma Condensed Statements of Operations (Unaudited).
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Notes to Pro Forma Condensed Statement of Operations (Unaudited) -

The following notes set forth the explanations and assumptions used and adjustments made in
preparing the unaudited Pro Forma Condensed Statement of Operations for the year ended December 31,
1995. The unaudited Pro Forma Condensed Statement of Operations should be read in conjunction with
the historical financial statements and the notes thereto appearing elsewhere herein. »

[}
3 A

The adjustments described below are based on the assumptions and preliminary.estimates described
therein and are subject to change. This statement does not.purport to be indicative of the results of
operations of the Company for such period, nor is it indicative of future results or results of interim periods.
Furthermore, the unaudited Pro Forma Condensed Statement of Operations does not reflect anticipated
changes, other than: the consummation of the Reorganization, which occurred as the result of operating
activities before and after the Effective Date and other matters. For the purposes of the unaudited Pro
Forma Condensed Statement of Operations, the consummation of the Reorganization is assumed to be
immediately prior to January 1, 1995.
The unaudited Pro Forma Condensed Statement of Operations includes the following:pro forma
adjustments based on the assumptions described below: L L .

1. To record the effects of the Rate Stipulation, assuming that rates specified-in.the Rate Stipulation
were implemented as of January 1, 1995. The Rate Stipulation provides that the Company will receive an
approximate $24.9 million annual base rate increase (above the rates being charged prior.to the filing of the
rate case in Texas for which the Agreed Order was entered), which would have increased operating revenues
approximately. $24.1 million. Further, the Rate Stipulation provides that revenues from third-party
transmission services and profit margins on off-system sales (other than those off-system sales allocated a full
share of system costs) will initially be divided such that the Company retains 75% of such revenues and profit
margins and 25% is credited to customers. This would have had the effect of increasing fuel related
revenues by approximately $16.3 million.

2. To eliminate the lease expense associated with the reacquired Palo Verde leases of approximately
$83.1 million. Further, the adjustment eliminates the amortization of the deferred gain on sales and
leasebacks associated with the reacquired Palo Verde leased assets of approximately $7.2 million.

3. To reflect the elimination of the amortization of the transition obligations related to the
Company's employee benefit plans, which obligations:were recorded on the unaudited Pro Forma
Condensed Balance Sheet in accordance with fresh-start reporting.

4. To adjust depreciation and amortization to reflect the pro forma balance sheet-amountss The
Company believes it will face a more competitive electric utility industry structure in the future, although
the Company's estimate of the timing of such competition and its impact on asset recoveries is subject to
change. The Company intends to perform a depreciation study to determine the depreciation methodology
it will utilize for financial reporting purposes upon emergence from bankruptcy to reflect this competitive
environment. For purposes of the unaudited Pro Forma Condensed Statement of Operations, depreciation
and amortization is provided on a straight-line basis over the estimated remaining lives of the assets, except
for approximately $400 million of reorganization value allocated to net plant in service which is being
depreciated over the ten-year period of the Rate Stipulation, which provides a transition period to increased
competition. The Company believes the depreciation study will result in a methodology under which

depreciation and amortization expense would not exceed the amount shown in the unaudited Pro Forma

13




. . -

Condensed Statement of Operations. . Accordingly, depreciation expense is subject to change based upon -
the results of the depreciation study. See Note 2 of Notes to Pro Forma Condensed Balance Sheet
(Unaudited). The range of depreciable lives is as follows::

Classification: - Lives

Generation .......ociiiiiiiiiiiiiinenn. 10-31 years
Transmission ......covveveenvernncnannnn 10-44 years
Distribution ........... A e eeeenereaneaees 10-39 years
*General .......... e eeeetreate e 3-38 years

*5. To adjustincome tax expense to reflect the expense calculated on pro forma pre-tax income at
the statutory federal tax rate of 35% and the applicable statutory state tax rates. See Note 8 of Notes to Pro
Forma Condensed Balance Sheet (Unaudited).

6. To reduce interest earned on accumulated cash resulting from the Bankruptcy Case included in
Reorganization items in the historical financial statements to an amount reflecting interest income on an
estimated cash and temporary investments balance of $18.3 million had the Reorganization been
consummated at January 1, 1995. :

7. To reflect estimated interest charges. Such amounts were calculated at the stated rates for each
series of first mortgage bonds (a. weighted average rate of 8.55%); 9% for the capital lease obligation; an
average interest rate of 6.31%, including letter of credit fees, on the pollution control revenue bonds; and.
an assumed rate of 7.88% on $43.3 million estimated to be outstanding under a revolving credit facility and
a commitment fee of 0.5% on the remainder of such facility. This would result in interest charges of
approximately $99.1 million. Additionally, the amount includes debt issuance cost amortization of
approximately $1.8 million. Debt issuance costs will be amortized over the life of the first mortgage bonds
using the interest method. :

8. To reflect the accrual of interest costs of approximately $5.1 million, on the liability for estimated
future expenditures to deCommission Palo Verde.

9. To eliminate recorded hnstoncal interest expense related to obligations that existed prior to the
Reorganization.

10. To ehmmatc amounts shown as professxonal fees and other included in Reorganization items.

11. To record the Preferred Stock dwxdend requlrement at an annual rate of 11.40%, compounded
for the payment of dividends in additional shares of preferred stock.

12. To reflect the actual shares of common stock issued in the Reorganization.
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> . , . Facilities ‘
+ As described below, the Company c;urrently has a net installed generating capacity of approximately
1,500 MW, consisting of an entitlement of 600 MW from Palo Verde Units 1, 2 and 3, 482 MW at its
Newman Power Station, 246 MW at its Rio Grande Power Station, an entitlement of 104 MW from Four
Corners Units 4 and 5, and 68 MW at its Copper Power Station: - :

Palo Verde Station

¥ Il

. The Company owns.a 15.8% interest in each of the three 1,270 MW nuclear generating units and
Common Plant at Palo Verde, which is located west of Phoenix, Arizona. The Palo Verde Participants
include the Company and six other utilities: APS, Southern California Edison Company ("SCE"), PNM,
Southern California Public Power Authority, Salt River Project Agricultural Improvement and Power
District and the Los Angeles Department of Water and Power. APS serves as operating agent for Palo
Verde. - : : “v g ‘ , ‘
The NRC has granted facility operating licenses and full power operating licenses for Unit 1, Unit 2
and Unit 3 at Palo Verde for terms of forty years each. In addition, the Company is separately licensed by
the NRC to own its proportionate share of Palo Verde.

»  Pursuant.to the ANPP Participation Agreement, the Palo Verde Participants share costs and
generating entitlements in the same proportion as their percentage interests in the generating units and each
Palo Verde Participant is required to fund its proportionate share of operation and maintenance, capital and
fuel costs. The Company's total - monthly share of these costs is approximately $7.3 million. The, ANPP
Participation Agreement provides that if a participant fails to meet its payment obligations, each
non-defaulting participant shall pay its proportionate share of the payments owed by the defaulting
participant. L . : : : .‘

- - Decommissioning. Pursuant to the ANPP Participation Agreement, as well as.pursuant to applicable
law, the Company is required to fund its share of the estimated costs to decommission Palo Verde over the
estimated service life of forty years. The Company's funding requirements are derived from periodic

engineering cost estimates.

In December 1995, the Palo Verde Participants approved a study by an outside engineering firm of
the cost of decommissioning Palo Verde. The 1995 study determined that the Company will have to fund
approximately $229 million (stated in 1995 dollars) to cover its share of such costs. The 1995 study assumes
that (i) maintenance expense for spent fuel storage will be incurred for ten years after the shutdown of the
last unit (estimated to be in 2024) rather than the approximately 30 years utilized in a 1993 study; (ii) a
national interim spent fuel storage facility will be available; and (jii) as a result of such national spent fuel
storage facility, the amount of spent fuel stored on-site is reduced from all spent fuel assemblies to the final
core plus fuel assemblies from approximately three refuelings. See "Energy Sources—Nuclear Fuel-Spent
Fuel Storage." . : : N

. Cost estimates for decommissioning have increased with each study conducted. The 1995 cost
estimate is comparable to the cost estimate from a 1993 study, which determined that the Company would
have to fund approximately $221 million (stated in 1993 dollars), however, the 1993 study was based on
different assumptions; primarily related to the decommissioning of spent fuel. The 1993 cost estimate
included an estimated cost to decommission on-site spent fuel storage facilities of approximately $50 million
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while the 1995 study includes an estimated cost-of approximately $13 million related to spent fuel. The
1993 study assumed that (i) decommissioning would take place from 2024 through 2035 for the production
units; (i) maintenance expense for spent fuel storage would be‘incurred from 2035 through 2067; and (jii)
that decommissioning of the spent fuel storage facilities would occur in 2067. The 1993 estimate reflected
an 84% increase from the previous estimate made in 1989, primarily due to an increase in the estimated
costs associated with the permanent burial of low-level radioactive waste due to the uncertainty surrounding
the availability and cost of low-level radioactive waste repositories, as discussed below.

Although the 1995 study is based on the latest available information, there can be no assurance that
decommissioning costs will not continue'to increase in the future or that applicable regulatory requirements
will not change. In addition, until a-new low-level radioactive waste repository opens and operates for a
number of years, estimates of the cost t6 dispose of low-level radioactive waste may increase significantly.
APS has recently begun to consider the possibility that a water reclamation facility, evaporation ponds and
related facilities may have to be decommissioned. This potential requirement was not part of the 1995
study, but will be addressed by the Palo Verde Participants in evaluating the decommissioning funding levels
in 1996. The Company cannot currently predict the impact of this assessment, but the liability for
decommissioning and future decommlssmmng cxpense could both increase as a result

The rate freeze under the Rate Stxpulatxon would precludc the Company from seeking a rate
increase in Texas during the Freeze Period to recover increases in decommnssxomng costs. Additionally,
there can be no assurance that the Company could increase its rates in any of its other jurisdictions to
recover such increased costs. :

«Steam Generators. Palo Verde has experienced degradation in the steam génerator tubes of each unit.
The degradation includes axial tube cracking in the upper regions of the two steam generators in Unit 2 and,
to a lesser degree, in Units 1 and 3. This form of tube degradation is not common in the nuclear industry.
The units also have experienced circumferential cracking at the tube sheet, a more common type of tube
cracking. The axial tube cracking was discovered following a steam generator tube rupture in Unit 2 in
March 1993. Since that time, APS has undertaken an ongoing investigation and analysis and has performed
corrective actions designed to mitigate further degradation. Corrective actions have included changes in
operational procedures designed to lower the operating temperatures of the units, chemical cleaning and
the implementation of other technical improvements. APS has stated that it believes its remedial actions
have slowed the rate of tube degradation.

Each of the Palo Verde units has been inspected periodically during regularly scheduled refueling
outages and mid-cycle inspection outages. When the tube cracks are detected during an inspection, the
affected tubes are taken out of service by plugging, which impairs the performance of a unit if sufficient
numbers of steam generator tubes are affected. The output from the Units have been reduced slightly due
to the tube plugging and operating modifications.

The projected service lives of the units' steam generators are reassessed by APS periodically in
conjunction with inspections made during outages of the Palo Verde units. In August 1995, APS announced
that its ongoing analyses indicate that it will be economically desirable for APS to replace the Unit 2 steam
generators, which have been the most affected by tube cracking, in five to ten years. The Company intends
to consider this finding in its forthcoming depreciation study. APS further stated that it expects replacement
of the steam generators would be performed in conjunction with a normal refueling outage to limit
incremental outage time. APS also has stated that, based on the latest available data, it estimates that the
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»steam generators in Units.1 and 3 should operate for their designated life of 40'years (to 2025 and 2027,
respectively). APS will continue to assess these steam. generators periodically.

Steam generator replacement could be done through new steam generators manufactured for Palo
Verde or through the purchase of existing steam generators that are compatible with Palo Verde's design.
Replacement of the steam generators would require the unanimous approval of the Palo Verde Participants.
The Company has not yet completed its analysis of the economic feasibility of steam generator replacement
as compared to other options that may be available in connection with the operation of Unit 2 and cannot
predict whether it or other Palo Verde Participants will agree to replace the Unit 2 steam generators. The
Company expects that if the steam generators in Unit 2 are replaced, most of such costs would be incurred
between 2000 and 2005. The total costs associated with replacement of the Unit 2 steam generators,
including replacement power- costs, could be significant, the Company's portion of which is currently

estimated not'to exceed $30 million. - s

* . The rate freeze under the Rate Stipulation would preclude the. Company from seeking a rate
increase in Texas during the Freeze Period to recover capital costs associated with such replacement. Itis
uncertain whether the costs associated with replacing the Unit 2 steam generators would be approved by
the New Mexico Commission and included in the Company's rate base in New Mexico.

Disposal of Low-Level Radioactive Waste. By legislation, Congress has established requirements for the
disposal by each state of the radioactive waste.generated within its borders. Arizona, California, North
Dakota and South Dakota have entered into a compact (the "Southwestern Compact") for the disposal of
low-level radioactive waste. California will act as the first host state of the Southwestern Compact, providing
for waste disposal among such states. Arizona will serve as the second host state. The construction and
opening of the California low-level radioactive waste disposal site in Ward Valley has been delayed due to
disputes over environmental issues related to the proposed site, extensive public hearings and review of
technical issues related to the proposed site. Despite being licensed by the State of California, the
Department of the Interior has not transferred the land to the State of California. Following a report by
the National Academy of Sciences related to the site, the Department of the Interior announced that'if
certain environmental conditions were implemented prior to the transfer, it was prepared to convey the land.
The State of California is attempting to obtain the land through the court system without the imposition of
these environmental restrictions. It is possible that additional delays will occur related to the Ward Valley
low-level radioactive waste disposal site. In addition, the State of California has imposed several surcharges
to be applied on a per-unit basis to the waste buried at Ward Valley and additional surcharges are possible.
Although Palo Verde is estimated to undergo decommissioning during the period in which Arizona will act
as host for the Southwestern Compact, opposition, delays, uncertainty and costs experienced to date in
California demonstrate possible roadblocks that may be encountered in the future when Arizona seeks to
open its own waste repository.

e \ ,
Liability and Insurance Matters. The Palo Verde Participants have public liability insurance against
nuclear energy hazards up to the full limit of liability under federal law in the form of primary liability
insurance provided by commercial insurance carriers in the amount of $200 million, with the balance being
provided by an industry-wide retrospective assessment program, pursuant to which industry participants
would be required to pay an assessment to cover any loss in excess of $200 million. The maximum
assessment per reactor for each nuclear incident is approximately $79.2 million, subject to an annual limit
of $10 million per incident. Based upon the Company's 15.8% interest in-Palo Verde, the Company's
maximum potential asséssment -per incident: is-approximately $37.6 million, with an annual payment .

limitation of approximately $4.7 million. = :
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" The Palo Verde Participants maintain "all risk" (including nuclear hazards) insurance for property.

damage to, and decontamination of| property at Palo Verde in the aggregate amount of $2.7 billion, a
substantial portion of the proceeds of which must first be applied to stabilization and decontamination.
Finally, the Company has obtained insurance against a portion of any increased cost.of generation or
purchased power which may result from the accidental outage of any of the three Palo Verde units if the
outage exceeds 21 weeks. ~ o 3

Department of LaborMatIer. In May 1993, a Department of Labor ("DOL") Administrative Law Judge
issued a Recommended Decision and Order finding that a' former contract employee who worked at
Palo Verde has been.discriminated against because he engaged in protected activities (as defined under
federal regulations) related to the reporting of safety concerns. APS has advised the Company that a
settlement agreement with the former contract employee was approved by the Secretary.of Labor in June
1995. In March 1996, the NRC issued a Notice of Violation and Proposed Imposition ,of Civil Penalty
notifying APS that the NRC proposes to impose a $100,000 civil penalty for a violation of NRC
requirements relating to the circumstances surrounding this matter. APS has stated that it plans to pay the
civil penalty. The Company's propomonate share of such civil penalty, based on the Company s generation
entitlement share of Palo Verde, is 15.8% thereof.

Newman Power Station

The Company's Newman Power Station is located in El Paso, Texas, and consists of four generating
units with an aggregate capacity of 482 MW. The units operate pnmanly on natural gas, but are also
capable of operating on fuel oil. :

Rio Grande Power Station

- The Company's Rio Grande Power Station, located in Sunland Park, New Mexico, adjacent to
El Paso, Texas, consists of three steam-electric generating units with an aggregate capacity of 246 MW when
operating entirely on natural gas. The units operate primarily on natural gas, but also are capable of
operating on fuel oil. : ‘ : Lo

A3

Four Corners Station

The Company owns an undivided 7% interest in Units 4 and 5 at Four Corners, located in
northwestern New Mexico. The two coal-fired generating units each have a generating, capacity of
739 MW. The Company shares power entitlements and certain allocated costs of the two units with APS
(which is the operating agent) and the other participants. : . '

Four Corners is located on land held under easements from the federal government and a lease from
the Navajo Nation that expires in 2016. Certain of the facilities associated with Four Corners, including
transmission lines and almost all of the contracted coal sources, are also located on Navajo.land. Units 4
and 5 are located adjacent to a surface-mined supply of coal. :

Copper Power Station

The Company's Copper Power Station, located in El Paso, Texas, consists of a 68 MW combustion
turbine used primarily to meet peak demands. . The unit operates primarily on natural gas, but is also
capable of operating on fuel oil. The combustion turbine and other generation equipment at the station
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.were sold and leased-back by the Company in 1980 pursuant to a twenty-year lease with an option to renew
for up to a seven-year period.

Transmission and Distribution Lines and Agreements

The Company owns or has significant ownership interests in four major transmission lines and owns
the distribution network within its retail service area. The Company is also a party to various transmission
and power exchange agreements that, together with its owned transmission lines; enable the Company to
obtain its energy entitlements from its remote generation at Palo Verde and Four Corners.

Springerville-Diablo Line. The Company owns a 310-mile, 345 KV transmission line from Tucson
Electric Power Company's ("TEP") Springerville Generating Plant near Springerville, Arizona to the Luna
Substation near Deming, New Mexico, and to the Diablo Substation near Sunland Park, New Mexico,
providing an interconnection with, TEP for delivery of the Company's generation entitlements from Palo
Verde and, if necessary, Four Corners.

Arroyo-West Mesa Line. The Company owns a 202-mile, 345 KV transmission line from the Arroyo
Substation located near Las Cruces, New Mexico to PNM's West Mesa Substation located near
Albuquerque, New Mexico. This is the delivery point for the Company's generation entitlement from Four
Corners, which power is transmitted to the West Mesa Substation over approximately 150 miles of
transmission lines owned by PNM. This transmission line also carries power from the region to the west and
north of Four Corners, where the Company has ‘a major interconnection with the other Four Corners
Participants. ‘.

Greenlee-Newman Line. The Company owns undivided interests in a 196-mile, 345 KV transmission
line from the Newman Power Station to TEP's Greenlee Substation in Arizona. This line provides an
interconnection with TEP for delivery of the Company's entitlements from Palo Verde and, if necessary,
Four Corners. :

AMRAD-Eddy County Line. The Company owns an undivided 66.7% interest in a 125-mile, 345 KV
transmission line from the AMRAD Substation near Oro Grande, New Mexico to the Company's and
TNP's high voltage direct current terminal at the Eddy County substation near Artesia, New Mexico. This
terminal enables the Company to connect its transmission system to that of Southwestern Public Service
Company ("SPS"), providing the Company with access to power markets to the east. *

System Outages

" The Company experienced three system outages between September 19, 1995 and October 21,
1995. Each outage occurred through a-sequence of events following a fault on the Company's 345 KV
transmission line from Springerville, Arizona to Deming, New Mexico (a segment of the Springerville-Diablo
Line). The initial fault was followed in each instance by a relay mis-operation causing another major
transmission line, the Hidalgo-Luna 345 KV transmission line (a segment of the Greenlee-Newman Line),
to go out of service. In response to the outages, the Company has replaced certain relay equipment on the
Hidalgo-Luna line, has reconfigured support structures on the Springerville-Deming line, and is
implementing two new load-shedding programs to reduce the likelihood that future faults on the Company's
transmission lines will cause general system instability and widespread outages.

" 7
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Recent operating experience indicates that the remedial program has solved: the system outage.
problem. The Springerville-Deming transmission line was recently subjected to extremely high winds during
an unusually strong windstorm that lasted several hours and caused five faults on the line. The newly-
installed relay equipment on the dealgo-Luna line performed as designed during the windstorm, preventing
~ the loss of power on other transmission lines. Accordingly, the Company believes that the important first
phase of the remedial program has been successful

Noththstandmg the foregomg, however, the Company is undertaking additional analysis of its power
system, including operating procedures, generation response and load-shedding plans. The Texas
Commission, the New Mexico Commission and the Western Systems Coordinating Council ("WSCC") (a
regional electric reliability council of which-the Company is a member) are monitoring the Company's
response to such outages. The WSCC recently completed its investigation of the three outages. The
Company believes‘the conclusions of:the WSCC investigation are consistent with the analysis and remedial
actions undertaken or planned by the Company. Although the cost of the remedial measures is not material,
the Company incurred approximately $2.3 million of additional fuel and purchased and mterchanged power
costs in the fourth quarter of 1995 due to operating conditions while the initial remedlatlon actions were
completed. : : -

Environmental Matters ‘ ‘ ,

The Company is subject to regulation with respect to air, soil and water quality, solid waste disposal
and other environmental matters by federal, state and local authorities. These-authorities govern current
facility operations and exercise continuing jurisdiction over facility modifications. Environmental regulations
can change rapidly and are difficult to predict. The construction of new facilities is subject to standards
imposed by environmental regulation, and substantial expenditures may be required to comply with such
regulations. The Company analyzes the costs of its obligations arising from environmental matters on an
on-going basis and believes it has made adequate provision in its financial statements to meet such
obligations, however, additional expenses associated with compliance could have a material adverse effect
on the future operations and financial condition of the Company. See Part II, Item 8, "Financial Statements
and Supplementary Data," Note J of Notes to Financial Statements

PCB Treatment Inc In September 1994, the Company received a request from the’ Envxronmental
Protection Agency ("EPA") to participate in the remediation of polychlorinated biphenyls ("PCBs") at two
facilities in Kansas City, Missouri, which had been operated by PCB Treatment, Inc. ("PTI"). Between 1982
and 1986, the Company had sent 23 shipments of PCBs or PCB-containing electrical equipment ("PCB
Equipment") to PTI, accounting for approximately 3%, by weight, of the PCBs and PCB Equipment
received by PTI

"PTT has since discontinued operatwns and the EPA has determined that its abandoned two f'ac1lmes
in Kansas City requife.promptremediation. In October 1994, the Company met with the EPA and other
similarly situated companies,.to discuss PTT's compliance history, the EPA's regulatory oversight of PTI, the
condition of the two facilities, the identity of companies that had sent PCBs to PTI, and the EPA's legal
authonty to initiate voluntary or mandatory cleanup of the two facilities. |

Based upon current mformatxon, more than 1,400 entities sent PCBs to PTI. The Gompany is
working to: (j) investigate the relationship between PT], its affiliates and other entities that performed PCB
treatment services in association with PTI; (ii) identify all financially-viable entities that sent PCBs to PTI;
(iii) calculate by volume the quantities of PCBs contributed by the respective entities; and (iv) identify the
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.most efficient framework for remediating the two facilities. The claims, if any, against the Company related
to the two facilities remain in dispute. At this time, the Company is unable to determine the extent to which
it may bear legal liability for the remediation of the two facilities, or the amount of any such liability. The
Company has made no provision in the accompanying financial statements related to this matter.

Santa Fe Facility. The. Company has monitored one of its properties in El Paso, Texas (the "Santa Fe
Facility") since 1990 for the presence of PCBs and total petroleum hydrocarbons, an indicator of petroleum
product contamination. The periodic monitoring has been done at the request of and in coordination with
the Texas Natural Resources Conservation Commission and its predecessor, the Texas Water Commission,
following the discovery of oil while capping unused water wells at the Santa Fe Facility. The most recent
sampling, in October 1995, indicated the presence of trace quantities of PCBs near the detection level, but
well below the EPA PCB-spill clean up threshold. Based on the results of the monitoring, the Company
believes but cannot assure that extensive remediation is unllkely to be required. The Company therefore
has made no provision for remediation in the accompanying financial statements relating to this matter.

Construction Program

The Company has no current plans to construct any new generating facilities through the year 2000.
Utility construction expenditures reflected in the table below consist primarily of expanding and updating
-the electric transmission and distribution systems and the cost of improvements at Palo Verde. The
Company's estimated cash construction costs for 1996 through 1999 are approximately $167 million. Actual
costs may vary from the construction program estimates set forth below. Such estimates are reviewed and
updated periodically to reflect changed conditions.

By Year (1) By Function
(In millions) (In millions)
1996 ........ eeriieas $' 40 Production(l)..... beeees 8§ 37
1997 it ~‘40 - Transmission ...... e 4
1998 ... et 47 Distrib'lition ......... .ot 105
T 1999 L e ___40 "' General ........ e ) |
Total .........5..... 8 167 ~ Total............. Jo8 167 ‘

(1) Does not include acquisition costs for nuclear fuel. See "Energy Sources — Nuclear Fuel."
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Energy Sources -
General

The following table summarizes the percentage contribution of nuclear, natural gas, coal, and
purchased power to the total KWH energy mix of the Company. - " ' :

Years Ended December 31,

Power Source ; 1993 1994 1995
Nuclear .. oov ittt ittt ittt ttenrennnns 43% 45% - 53%
Natural Gas .....ovvvriiiiiiiinnneneennenss PP 29 32 30
07 1 L 10 9 9
Purchased Power .......cccvuiiiiiiiiiiinnnnnn, 18 14 8
Total ...ttt 100% 100% 100%

Fuel and purchased power costs are passed through directly to customers in Texas and New Mexico
pursuant to applicable regulations. Historical fuel costs and revenues are reconciled periodically in
proceedings before the applicable commission to establish the applicable fuel rate to be charged customers
and to determine whether a refund or surcharge based on such historical costs and revenues is‘appropriate.
See Part II, Item 8, "Financial Statements and Supplementary Data — Note C of Notes to Financial
Statements."

Nuclear Fuel

The Palo Verde Participants have contracts for uranium concentrate which should be sufficient to
meet Palo Verde's operational requirements through at least the year 2000. Spot purchases in the uranium
market will also be made, as appropriate. The Palo Verde Participants have contracted for up to 95% of
conversion services required through 2000. The Palo Verde Participants have an enrichment services
contract with the United States Enrichment Corporation ("USEC") which obligates USEC to furnish the
enrichment services required for the operation of the three Palo Verde units through 2002, with an option
for five additional years. Existing contracts will provide fuel assembly fabrication services for each Palo
Verde unit through 2000.

Spent Fuel Storage. Existing spent fuel storage facilities at Palo Verde have sufficient capacity to store
all fuel expected to be discharged from normal operation of all of the Palo Verde units through at least the
year 2000. Existing spent fuel storage facilities can be modified to extend storage capacity through 2005 or,
if more economical, alternative interim storage facilities can be constructed on-site for storage of spent fuel.
Pursuant to the Nuclear Waste Policy Act of 1982, as amended in 1987, the DOE is obligated to accept and
dispose of all spent nuclear fuel and other high-level radioactive wastes generated by all domestic power
reactors. In November 1989, the DOE reported that such permanent disposal facility will not be in
operation until 2010. As a result, under the DOE's current criteria for shipping allocation rights, it is
estimated that Palo Verde could not ship spent fuel to the DOE permanent disposal facility until
approximately 2025. APS has indicated that alternative interim spent fuel storage methods will be available
on-site or off-site for use by Palo Verde to allow its continued operation and to store spent fuel safely until
shipments to the DOE's permanent disposal facility begin.
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Nuclear Fuel Financing. Pursuant to the ANPP Partxcxpatlon Agreement, the Company has an
undivided interest in nuclear fuel purchased in connection with Palo Verde. On the Effective Date, the
Company and Texas Commerce Bank National Association, as trustee, entered into a $100 million credit
facility with Chemical Bank that includes a portion for working capital requirements and up to $60 million
for the financing of nuclear fuel. On the Effective Date, approximately $43.3 million was drawn to finance
nuclear fuel. The Company also entered into a purchase contract with an independent trust established by
the Company related to the financing of nuclear fuel purchases. Under the terms of the documents related
to the nuclear fuel financing, the trust borrows under the credit facility amounts sufficient to purchase and
prepare nuclear fuel for use. The Company is required to make quarterly payments to the trust for the heat
energy produced by the nuclear fuel and used by the Company. C.

Nainral Gas

" In 1995, the Company's natural gas requirements at the Rio Grande Power Station were met solely
with spot natural gas purchases from various suppliers. Interstate gas is delivered under a firm ten year
transportation agreement, which expires in 2001. Based on the current availability of economic and reliable
spot natural gas, the Company anticipates it will continue to purchase spot natural gas for the Rio Grande
Power Station for the near term. For the long term, the Company will evaluate the availability of spot
natural gas versus other supplles in obtaining a reliable and cconomlcal supply for the Rio Grande Power
Statron o

The natural gas requlrements for the Newman and Copper Power Stations are currently supplied
and transported pursuant to an intrastate natural gas contract which expires December 31, 1996. The
Company is evaluating this contractual relationship to ensure the continued supply of rehable and economic
natural gas for the Newman and Copper Power Stations.

Coal

APS, as operating agent for: Four Corners, purchases Four Corners' coal requlrcments from a
supplier with a long-term lease of coal reserves owned by the Navajo Nation. Management believes that
Four Corners has sufficient reserves of coal to meet the plant's operational requirements for its useful life.

¥

Purchased Power

The Company has a firm power purchase agreement with SPS for at least 75 MW for 1996 to
support the requirements of the agreement with CFE. | . LY ‘

v o

In December 1995, the transformer for a 150 MW unit at the Rio Grande Power Station was
damaged and is not expected to return to service prior to the Company's summer peak requirements. As
a result, the Company may need to purchase replacement power to meet its capacity requirements, the cost
of which is currently esnmated to be approxnmately $2 million.
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‘ Operating Statistics ‘ .

. N . N December 31,
| 1993 1994 1995 _
Operating revenues (In thousands) | ‘ ' '
Base revenues: , A I ' -
Retail: T ‘ e, ‘
Residential ..........c.0o00s sersereseceinieieeey.. 8, 123,706 8 129,869 § 128,295
Commercial and industrial, small ...................... 120,084 . 126,450 , 128,715
Commercial and industrial, large .......cvvvvnininnnnln” 36,440 7 39,754 40,870
’ Sales to public authorities .........vvuu.s crtreereenaes 27,063 59,811 59,613
Total retail ........ e eeeertietrrenantreatenasans 337,293 ' 355,884 357,493
Wholesale sales for resale ............ eeaesaen e 89.863 75,750 74.557
Totalbaserevenues .......cccevvenenennn iessesas 427,156 » 431,634 432,050
Fuel revenues and economysales .....ovvvviininnnnnenennn 112,005 101,076 - 68,823
0 T 0 4,433 4,050 3.744
Total operating revenues .......cccevvieennneaannn 8 543,594 § 536,760 § 504,617
Fuel and purchased and interchanged power expense ......... e g@__{’_&% 8 119822 § 92573
Number of customers (End of ycar) : ' '
Residential ....o00edViiiiinnrneatdennnnns eeerenena 235,151 240,368 245,245
Commercial and industrial, small ,...7..0000veeeeennens 23,338, 23,857 - 24,615
Commercial and industrial, large .....cccviiiiinnnn.. : 74 e 80 89
Other o vvvtiiiiieesesseserannconsnennsssansssnanes 3.395 3470 -3,674
X 261,958 _____ 267,775 273,623
Average annual use and revenue per residential customer: ) ‘, .
L - S 6,142 6,299 "~ 6,055
Revenue....... et tereeeaeteta et ranaerarenrns Aﬁg § 64482 8 50580
Average revenue per KWH: :
Residential . ....ovviiniiiiiiiiiinennioneoinionenaans 10.38¢ 10.24¢ 9.84¢
Commercial and industrial,small ...............0van.. 9.12 8.91 8.46
Commercial and industrial, large .........cc0veveiin, 5.79 5.02 474
Energy supplied, net, KWH (In thousands)
" Generated s.uiiieiciniviioteiteerecenans eeieasene 6,625,162 * - 7,018,423 7,439,404
Purchased and interchanged J....oiviecnvennecnnnnnnns — 1416072 _- - -1,051.251 ._. 5843853
Total ...ovviiinnnrnnnnenns Cerseaasenseseninns, —0041,334. ____ 8069674 ___ 8024257
Energy sales, KWH (In thousands):

Retail: . . o
Residential ... .ooiveiieinninininnnenncnnnnnaans e 1,424,935 1,497,094 1,472,771
Commercial and industrial, small ...................... 1,616,434 1,715,409 1,750,973
Commercial and industrial, large .........vveviviaeen.. 872,477 ’1,089,695 1,119,463
Sales to public authorities ........cccvvvienrrnnans Neee 1034231 1078800 __ 1.067.263

4,948,077 5,380,998 5,410,470

Wholesale: ‘ ‘ . ¥
Salesforresale ...ovuveviiieniiinaes, jereresasanaas K 2,484,128 | 1,925,668 1,645,897
Economy sales ««.eeueesrereeeenns e, 164559 _____ 320026 ____ 538102

Total Sales . .o vvuneinnisenessensessnnersnnns 7,596,764 ' 7,626,692 '7,594,469
Losses and company Use «e.oeeeneeenervnscsnsnenennnss 444,570 ' 442,982 ~_429,788
7 —38041334 8069674 ___ 8,024,257
Native system:
Peakload, KW .......iiiiiiiiiiiinieennnncennnnnss 997,000 1,093,000 1,088,000
Net generating capacity for peak, KW .................. 1,497,000 1,497,000 1,500,000
Loadfactor ....covveiiiiniiiniaiinnnnnnnnnnnnanss 62.1% 61.1% 61,6%
Total system:
Peakload, KW ......iiitiiiiiinierencinnnersernnans 1,335,000 1,365,000 1,374,000
Net generating capacity for peak, KW .................. 1,497,000 1,497,000 1,500,000
Loadfactor ...uivviernnernnrooncranarenasrasannnes 66.4% 63.7% 62.0%
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Regulation
Texas Rate Matters. .

The rates and services of the Company in Texas municipalities are regulated by those municipalities
and in unincorporated areas by the Texas Commission. The largest municipality in the Company's service
area is the City of El Paso. The Texas Commission has exclusive appellate jurisdiction to review municipal
orders and ordinances regarding rates and services in Texas and jurisdiction over certain activities of the
Company. The decisions of the Texas Commission are subject to judicial review.

Rate Stipulation and Agreed Order. 'The Company’s rates for.its Texas jurisdictional customers are
governed by the Agreed Order, which became effective on the Effective Date. The: Agreed Order
implemented certain provisions of the Rate Stipulation and set rates consistent with the Rate Stipulation.
Among other things, under the Rate Stipulation: (1) the Company received a one-time annual increase in
Texas retail base rates of approximately $24.9 million; (2) the Company's base rates for.most customers in
Texas will be fixed-at this increased level for the Freeze Period; (3) the City of El Paso granted the Company
a new franchise that extends through the Freeze Period; (4) the Company will retain 75% during the first
five years of the Freeze Period and 50% during the remainder of the Freeze Period of (a) the, revenues
generated by providing third-party transmission services and (b) profit margins from certain off-system power
sales; (5) the Company's reacquisition of the Palo Verde leased assets is in the public interest; (6) no refunds
or surcharges will be made to customers with respect to fuel costs and revenues,for the period from July 1993
through June 1995; and (7) all appeals of Texas Commission orders concerning the Company and all
outstandmg Texas Commission dockets concerning the Company s rates have been or will be resolved.

Nelther the Rate Stipulation nor the Agreed Order dcpnvcs the Texas regulatory authorities of their
jurisdiction over the Company during the Freeze Period. However, the Texas Commission determined in
the Agreed Order that the rate freeze is in the public interest and results.in just and reasonable rates.
Further, the signatories to the Rate Stipulation (other than the General Counsel, OPC and the State of
Texas) have agreed not to seek to initiate an-inquiry into the reasonableness of the Company's rates during
the Freeze Period and to:support the Company's entitlement to rates at the freeze level throughout the
Freeze Period. The Company believes, but cannot assure, that its cost of service will support rates at or
- above the freeze level throughout the Freeze Period and therefore does not believe any attempt to reduce
the Company's rates would be successful. In the event of a merger, the parties to the Rate Stipulation retain
all rights provided in the Rate Stipulation, their rights to participate as a party in any proceeding related to
the merger, as well as the right to pursue a reduction in rates below the freeze level. However, such rights
shall be limited to urgmg rate reductions based on post-merger synergy savings. :

) & : T

Palo Verde Peg?mnance Standards The Texas Commission has estabhshed performance standards for
the operation of Palo Verde, pursuant to which Palo Verde is evaluated annually to determine whether its
three-year rolling average capacity factor entitles the Company to a reward or subjects it to a penalty. There
are five performance bands based around a target capacity factor of 70%. The capacity factor is calculated
as the ratio of actual generation to maximum possible generation. If the capacity factor, as measured on a
station basis for any consecutive 24-month period, should fall below 35%, the Texas Commission could
reconsider the rate treatment of Palo Verde. The Company expects any reward or penalty, for the year
ended December 31, 1995, to be minimal. The removal of Palo Verde from rate base could have a
significant'negative impact on the Company's revenues and financial condition.

W *
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New Mexico Rate Matters '

The New Mexico Commission has jurisdiction over the Company's rates and services in New Mexico
and jurisdiction of certain activities of the Company, including prior approval of the issuance, assumption
or guarantee of securities. The New Mexico Commission's decisions are subject to judicial review. Gurrent
base rates in New Mexico were established in prior proceedings and have not increased since February 1990.
The Company does not currently have any agreement with New Mexico regulatory authorities or parties
to New Mexico regulatory proceedings comparable to the Rate Stipulation. Pursuant to New Mexico law,
certain interested parties may challenge the Company's rates in New Mexico and, in such a proceeding, such
parties might assert that Palo Verde Unit 2 should be revalued downward for rate making purposes as a
result of the Reorganization. In addition, the New Mexico Commission might assert that it is within its
discretion to value the Company's property for rate making purposes utilizing a methodology that results
in decreased rates for New Mexico retail customers. Consequently, there can be no assurance that the
Company will continue to be able'to charge its current rates in New Mexico. "

Palo Verde Peg‘bnnance Standards. The New Mexico Commxssnon has established performance standards
for the operation of Palo Verde, pursuant to which the entire Palo Verde station is evaluated annually to
determine if its achieved capacity factor entitles the Company to a reward or subject it to a penalty. There
are five performance bands based around a target-capacity factor of 67.5%. The capacity factor is
calculated as'the ratio of actual generation to maximum possible generation. Because Unit 3 is not included
in the Company's New Mexico rate base, any penalty or reward calculated on a total station basis is limited
to two-thirds of such penalty or reward. If the annual capacity factor is 35% or less, the New Mexico
Commission is required to initiate a proceeding to reconsider the rate base treatment of Palo Verde. The
removal of Palo Verde from rate base could have a significant negative impact on the Company's revenues
and financial condition

a

Federa.l Regulatory Matters

" Federal Energy Regulatogy Commission. The Company is subJect to regulatlon by the FERC in certain
matters, including rates for wholesale power sales, transmission of electric power and the issuance of
securities. :

The Company has a long-term firm power sales agreement with IID providing for the sale of

100 MW of firm capacity and 50 MW of contingent capacity through April 2002.. The agreement generally

provides for level sales prices over the life of the agreement. The Company has a firm power sales

agreement with TNP, providing for sales to TNP in the minimum amount of 25 MW through 2002." Sales

prices decline over the life of the agreement. Rate tariffs currently applicable to IID and TNP contain fuel

and purchased power cost adjustment provrsnons designed to recover the Companys fuel and purchased
power costs ’ -

Department. of Energy The xDOE regulates the Company's exports of power to CFE in Mex1co
pursuant to a license granted by the DOE and a presidential permit. In addition, the DOE is authorized
to assess operators of nuclear generating facilities for a share of the costs of decommissioning the DOE
uranium ennchment facxlmes

Nuclear Regulatogy Commission. 'The NRC has _]unsdlctlon over the Company's llcenses for Palo Verde
and regulates the operation of nuclear generating stations to protect the health and safety of the public from
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- radiation hazards and has authority- to conduct environmental reviews pursuant to the National
Envrronmental Policy Act. " Lo s

Other Wholesale Customers

The Company has a sales agreement with CFE to provxde capacnty and associated energy to CFE
over a base term that began May 1, 1991 and ends December 31, 1996. The agreement may be extended
monthly after. that date upon the agreement of the parties. The power sales are up to.150 MW during May
through September and up to 120 MW at other times of the year. The obligations of CFE under the
agreement are subject to continued budgetary authorization by the appropriate Mexican authorities for each
calendar year. Pricing for the power sales includes an escalating capacity charge and recovery of energy
costs at system-average costs plus third party energy charges. The agreement prowdes for, payments to be
made by CFE in United States dollars. S S

In addition to the sales agreement that the Company has with CFE, the Company has an agreement
to sell CFE an incremental block of 50 MW of energy on an "as requested” basis from June 1, 1996 through
September 30, 1996, which date can be extended on a month-to-month basis. .

&

Recent Changes in Utility Regulatxon ) ' .,

The electric utility industry faces mcreasmg pressure to become' more competmve as leg1$lat1ve,
regulatory, economic and technological changes occur. Federal legislation, as well as initiatives in various
states; encourage competition ,in electricity generation among electric- utility and non-utility. power
producers. Together with increasing customer demand for lower-priced ‘electricity and other energy
services, these measures have accelerated the industry's movement toward more competitive pricing and cost
structures. Such competitive pressures could result in the loss of customers and diminish the ability of an
electric utility to fully recover from customers its investment in gcnerauon assets.

T4k,

In March 1995, the FERG 1ssued a Notxce of Proposed Rulemakmg (the "NOPR"), whrch would
requlre utilities to file open access transmission tariffs and further refined its proposals regarding stranded
investment. The NOPR generally would require that a transmitting utility provide third parties with
transmission service comparable to the service the transmitting utility provides to itself and would apply to
a full range of transmission services. In the NOPR, the FERC also announced that it intends to allow
utilities to recover stranded investments resulting from the open access transmission tariffs from former
power customers who have elected to become transmission-only customers. Under the NOPR, to recover
such stranded investments, the utility may have.to demoristrate an expectation of recovery of costs through
continued provision of service as well as other factors. In the NOPR, the FERC also has indicated it would
assume jurisdiction over stranded investment resulting from municipalization.. - The period for comment on
the NOPR ended in August 1995. The FERC will consider the comments submitted and may issue final
rules as proposed, issue revised rules based on the comments received or issue no rules. Although it is not
possible to predict the ultimate form of any resultmg regulations, management believes that the FERC will
continue to take actlon to increase competition in the wholesale. power markets. ., . :

In addition, in February 1996 the Texas Commission'radopted a rule governing wholesale
transmission access, as required by recent Texas legislation. The' Texas Commission does not have
jurisdiction over the Company's wholesale transactions, however, the rule would require the Company to
file its FERC-approved open access transmission tariffs with the Texas Commission to certify compliance
with the Texas legislation. The Texas Commission is also considering the extent to which utilities in Texas
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could incur stranded investment and the extent to which the Texas Commission has jurisdiction to require -
the Company to separate its costs and rates based on the costs associated with its generation, transmission
and distribution operations:”

Various state commissions and legislatures are examining methods to increase competition in retail
power markets, including the potential for "retail wheeling” (the required delivery of electric service for other
providers to customers on a distribution system) and allowing customers to select a power provider from a
pool of producers. The Texas Legislature considered, but'did not enact, proposals to permit limited retail
wheeling during its recent legislative session. However, the Texas Legislature directed the Texas
Commission to prepare reports to the Texas Legislature concerning (i) the scope of competition in electric
markets, the impacts of industry restructurmg, and recommendations for legislation related thereto; and
(ii) the scope of potential stranded investment and procedures for allocating and recovering stranded costs.
The Texas Commission is currently conducting investigations and soliciting comments concerning such
reports.

In New Mexico, the state legislature considered retail wheeling as early as 1992 and established
committees to review the industry structure, integrated resource planning and other issues. In its session
ending in February 1996, the New Mexico Legislature concluded that neither retail wheeling nor the
restructuring of the electric power industry is in the best interests of the state or its residents at this time, but
that the industry may change in the future sufficiently to justify further consideration of these alternatives.
The Legislature directed the New:Mexico Commission to monitor and evaluate industry restructuring but
to take no action without a prior report to the state legislature The New Mexico Commission has issued
anotice of inquiry regarding competition and restructuring of the electric utility industry and a proceeding
is pending before the New Mexico Commlssxon . ‘ L

- . - ! L] ' ]

Item 2. Properties ' Y h ’
The principal properties of the Company are described in Item 1, "Business," and such descriptions
are incorporated herein by reference thereto. Transmission lines are located either on private rights-of-way,
easements or on streets or highways by public consent. See Part II, Item 8, "Financial Statements and
Supplementary Data-Note H of Notes to Financial Statements" for mformatlon regarding encumbrances
against the pnncnpal propertles of the Company S v 5 :

Item 3. Legal Proceedmgs s &

thlgatxon with Central and South West Corporatxon |

In May 1993, the Company entered into the Merger Agreement with CSW pursuant to which the
Company would have been acquired by’CSW:.~In June 1995, CSW terminated the Merger Agreement.
In response, the Company filed a complaint against CSW in the 205th Judicial District Court of El Paso
County, Texas, alleging breach of contract, breach of duty.of good faith and fair dealing, breach of fiduciary
duty, business disparagement, tortious-interference with contract and fraud in the inducement. The
Company is seeking an unspecified amount of damages, punitive damages, attorneys' fees and costs. As part
of the Reorganization, the first $20 million in proceeds, if any, to the Company from this litigation will be
distributed to the holders of preferred stock and common stock of the Company prior to the Reorganization.
On June 15, 1995, CSW filed an adversary proceeding against the Company in the Bankruptcy Court
'seeking to recover termination fees of $25 million and approximately $3.7 million in attorneys' fees and
expenses that CSW claims it advanced on behalf of the Company in certain regulatory proceedings. All of
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- the actions are pending before the Bankruptcy Court. The Company is seeking to transfer the case out of
the Bankruptcy Court to ensure its right to a jury trial. The parties have commenced discovery, and the
Company expects the trial to begin in late 1996 if it remains in the Bankruptcy Court. The Company
cannot predict the outcome. of this litigation.

thxgatxon with the City of Las Cruces

The Clty of Las Cruces ("Las Cruces") has stated that it intends to attempt to replace the Company ‘
as its electric service provider by-acquiring, through condemnation or otherwise, the distribution assets and
other facilities used to provide electric service to customers in Las Cruces. Sales to customers in Las Cruces
represented approximately 7% of the Company's operating revenues in 1995. Las Cruces has two actions
pending against the Company in federal district court in New Mexico, one seeking to recover franchise fees
despite the expiration of the Company's Las Cruces franchise in March 1994 and one seeking a declaratory
judgment that Las Cruces can proceed with a condemnatlon action against the Company.

The franchise fee claim is pending as ngy of Las Cruces v. El Paso Electric Co., pursuant to which
Las Cruces is seeking to enforce what it claims are the Company's continued payment obllgatlons under an
allegedly implied continuation of the municipal franchise ordinance that expired by its own terms in March
* 1994. Alternatively, Las Cruces is seeking the reasonable value of the Company's use, occupation and rental
of Las Cruces' rights-of-way or damages for trespass. Las Cruces is-also seeking an unspecified amount of
punitive damages. In August 1995, the court denied the Company's motion to dismiss the complaint. The
Company intends to vigorously defend against the lawsuit. .
In April 1995 Las Cruces filed a Complamt for Declaratoryjudgment agamst the Company in the
District Court for Dona Ana County, New Mexico, seeking a declaratory judgment that Las Cruces has a
right-of eminent domain to condemn the electric distribution system and related facilities owned and
operated by the Company within the city limits that provide or assist in the provision of electricity within
the municipal boundaries of Las Cruces. In May 1995, the Company removed the case to the United Stated
District Court for the District of New Mexico, where it is pending as Cily of Las Cruces, New Mexico v. El Paso
Electric Co. (the "Declaratory Judgment Suit"). In October 1995, the Company's motion for summary
judgment was denied and the court ruled that although Las Cruces lacks express statutory authority to
condemn ‘'the Company's assets, such express- statutory authority is required only -if the proposed
condemnation-would substantially impair, obliterate or destroy the use of the remaining property. In
November 1995, the Board of Commissioners of Dona Ana County, New Mexico, filed a motion to
intervene in the Declaratory Judgment Suit to ensure that the concerns of non-municipal county customers
and residents are fully developed. :
Las Cruces has taken several actions to position itself to.acquire portions of the Company's
distribution system and certain related facilities in the event it is successful in the Declaratory Judgment Suit
and can proceed with condemnation. In June 1994, the Las Cruces City Council approved a resolution
selecting SPS to provide operation and maintenance services for the proposed Las Cruces electric
distribution system, substations and associated transmission facilities and authorizing the staff of Las Cruces
to negotiate a contract with SPS related to such services. In:August 1994, SPS and Las Cruces entered into
a fifteen-year contract granting SPS the right to provide all of the electric power and energy required by
Las Cruces during the term of the contract. Las Cruces also has offered to purchase the Company's assets
serving Las Cruces for $43 million. In addition, Las Cruces announced that, in October 1995, it sold
approximately $73 million in revenue bonds to provide funding to finance the acquisition by condemnation
or negotiated purchase of the Company's electrical distribution assets within and adjacent to the Las Cruces
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city limits. The Company has filed a-lawsuit in the Dona Ana County District Court and is pursuing a -
complaint simultaneously before the New Mexico Commission challenging the legality of the sale of the
revenue bonds. The, New: Mexico Commission is also investigating an agreement between SPS. and
Las Cruces that would grant, in certain circumstances, Las Cruces an option. to sell electric utility assets
acquired through condemnation to SPS.

The Company will continue to contest Las Cruces' efforts to acquire the Company's property and/or
to replace the Company as the provider of electric service in Las Cruces. The Company believes that
New Mexico law does not authorize condemnation of the Company's facilities by Las Cruces. If Las Cruces
succeeds in its efforts, the Company could lose its Las Cruces customer base, although the Company would
receive "just compensation" as established by the court. The Declaratory Judgment Suit is at a preliminary
stage and is only to determine whether Las Cruces has a right of eminent domain over portions of the
Company's system.. Accordingly, the Company is unable to predict the outcome of Las Cruces' efforts.

P ; o x .
Water Cases

*San Juan River System. The Four Corners Participants are among the defendants in a suit filed by the
State of New Mexico in 1975 in state‘district court in New Mexico against the United States of America,
the City of Farmington, New Mexico, the Secretary of the Interior as Trustee for the Navajo Nation and
other Indian tribes and certain other defendants (State of New Mexico ex rel. S. E.' Reynolds, New Mexico State
Engineer v. United States of Americay et al.,-Eleventh Judicial District Court,.County of San Juan, State of New
Mexico, Cause No. 75-184). The suit seeks adjudication of the water rights of the.San Juan River Stream
System in New Mexico, which, among other things, supplies the water used at Four Corners. The case has
been inactive for many years. An agreement reached with the Navajo Nation in 1985, however, provides
that if Four Corners loses a portion of its rights in the adjudication, the Navajo Nation will provide, at a cost
to be determined at that time, sufficient water from its allocation to offset the loss. The ultimate outcome
of this case and the matenahty thereof cannot be determined at this time.

Gila River System. In connection with the construction and operatlon of Palo Verde, APS entcred into
contracts with certain municipalities granting APS the right to purchase effluent for cooling purposes at Palo
Verde. In 1986, a summons was served on APS that required all water claimants in the Lower Gila River
Watershed in Arizona to assert any claims to water in an action pending in Maricopa County Superior
Court, titled Jn re The General Adjudication of All Rights to Use Water in the Gila River System and Source. Palo Verde
is located within the geographic area subject to the summons and the rights of the Palo Verde Participants
to the use of groundwater and effluent at Palo Verde is potentially at issue in the action. APS, as operating
agent, filed claims that dispute the court's jurisdiction over the Palo Verde Participants' groundwater rights
and their contractual rights to effluent relating to Palo Verde and, alternatively, seck confirmation of such
rights. In December 1992, the Arizona Supreme Court heard oral argument on certain issues in this matter
that are pending on interlocutory appeal. Issues important to Palo Verde Participants' claims were
remanded to the trial court for further action and the trial court certified its decision for interlocutory appeal
to the Arizona Supreme Court. In September 1994, the Arizona Supreme Court granted review of the June
1994 trial court decision. No trial date has been set in' the matter. . The ultimate outcome of this case and
the materiality thereof cannot be determined at'this time. ~ * .

‘Four Corners

Injuly 1995, the Navajo Natlon enacted the Navajo Natlon Air Pollution Prevennon and Control
Act, the Navajo'Nation Safe Drinking Water Act and the Navajo Nation Pesticide Act (collectively, the
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* "Acts"). In October 1995, the Four Corners Participants requested that the United States Secretary of the
Interior resolve their dispute with the Navajo Nation regarding whether the Acts apply to operation of Four
Corners. The Four'Corners Participants subsequently filed a lawsuit in the District Court of the Navajo
Nation, Window Rock District, seeking, among other things, a declaratory judgment that (i) the Four
Corners leases and federal easements preclude the application of the Acts to the operation of Four Corners;
and (ii) the Navajo Nation and its agencies and courts lack adjudicatory jurisdiction to determine the .
enforceability of the Acts as applied to Four Corners. On October 18, 1995, the Navajo Nation and the
Four Corners Participants agreed to indefinitely stay the proceedings referenced above so that the parties
may attempt to resolve the dispute without litigation. The Company is unable to predict the outcome of this
matter. : ‘

Other Legal Proceedings
The Company is a party to various other claims, legal actions and complaints, the ultimate
disposition of which, in the opinion of management, will not have a‘material adverse effect on the operations

or financial position of the Company.

Item 4. Submission of Matters to a Vote of Security Holders

The Plan was approved by the holders of the Company's former common stock pursuant to ballots
cast in the Bankruptcy Case in the last quarter of 1995. See Item 1, "Business—Reorganization Under
Chapter 11 of the Bankruptcy Code."
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PART II

Item 5. Market for Reglstrant's Common Eqmty and Related Stockholder Matters

The Company’s Common Stock is hsted on the American Stock Exchange under the symbol "EE"
and began tradmg on February 16, .1996. For the period from February 16, 1996 to March 15, 1996, the
high sales price was §6.25 and the low sales price was $4.75, as reported in the consolidated reporting system
of the American Stock Exchange . !

The Company did not pay any dividends on the former common stock after March 1989. The
former common stock of the Company was canceled effective February 12, 1996 as part of the
Reorganization. The holders of the former common stock received 3% or approximately 1.8 million shares
of the Common Stock in the Reorganization. The remaining shares of Common Stock issued in the
Reorganization were issued to creditors and holders of the Company’s former preferred stock. See Part I,
Item 1, "Business—Reorganization Under Chapter 11 of the Bankruptcy Code."

The Company’s ability to pay dividends on the Common Stock for the next several years will be
limited by the terms of applicable laws and financing arrangements entered into in connection with the
Reorganization. All distributions with respect to the Common Stock, including the declaration or payment
of dividends, are subject to the provisions of the Texas Business.Corporation Act, including provisions that
prohibit any distribution that exceeds the surplus of the. Company. In addition, under Section 305 of the
Federal Power Act, it is unlawful for a director or officer of the Company to participate in the making or
payment of dividends from "any funds properly included in capital account" (which is not further defined).

Pursuant to the terms of the resolutions creating the Series A Preferred Stock, no dividends can be
paid on the Common Stock if there are dividends in arrears on the Series A Preferred Stock. So long as the
Company’s First Mortgage Bonds, Series A through H, are outstanding and the series with the longest
maturity is not rated "investment grade" by either Standard & Poor’s Rating Service or Moody’s Investors
Service, Inc., the Company may not declare any dividend on the Common Stock, other than in additional
shares of Common Stock, or make any other distribution on, or acquire for value any shares of Common
Stock (with certain limited exceptions) unless, after giving effect thereto, the aggregate of all such dividends,
distributions and certain other payments made by the Company since February 12, 1996 would be less than
the sum of (i) 50% of the consolidated net income (as defined in the mortgage indenture) of the Company
minus dividends paid in respect of the Series A Preferred Stock for the period from February 13, 1996 to
the most recently ended fiscal quarter for which quarterly financial statements are available (or, if such
consolidated net income is a deficit, less 100% of such deficit), plus (i) 100% of the aggregate net proceeds
received by the Company from the issuance or sale since February 12, 1996 of equity securities or debt
securities that have been converted into equity securities, plus (iii) $10.0 million.

Pursuant to the terms of the reimbursement agreements related to four letters of credit issued in
respect of the four series of pollution control revenue bonds, so long as a drawing is available under any of
the letters of credit, the same limitation on the declaration of dividends would apply to the Company. In
addition to the restriction contained in the mortgage indenture, the reimbursement agreements limit the
aggregate amount of dividends that can be paid on the Common Stock during the three years after its initial
issuance, i.e., to February 12, 1999, to $15.0 million. The credit agreement for the working capital and fuel
financing facility contains the same limitations on the payment of dividends on the Common Stock as the
reimbursement agreements related to the letters of credit on the pollution control revenue bonds.
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Item 6. Selected Financial Data ‘

As of and for the years ended December 31:

Predecessor
. ‘ R o K . Pro Forma
L 1991 1992 1993 . 1994 1995 1995 (7)
: (In thousands except per share data)

Operating revenues veoeceeevsesecsvnoasas $ 462,405 § 524,760 §& 543,594 $ 536,760 ()8 504,617 NS 545,037
Operating Income «.ovvvvvrenannnananas 50,722 67,036 64,971 73,011 66,146 124,906
Income (loss) before extraordinary item

and cumulative effect of a change in v .

accounting pnncxplc Cewserisseesranens (266,912) @) (28,180) (41,855) .,  (28,153) (33,319 23,821
Extraordinary item . ......... .. perriraan (289,102 ® -~ - - - -
Cumulative effect of a change in ! " s

accounting principle cvvevieiiiiienaane - . - (96,0449) 4 - - -
Net income (loss) applicable . . :

10 COMMmMON StOck . veuverierrantnaanas (564,288) (28,180) (137,899) (28,153) , (33,319) 11,924

Net income (loss) per weighted average
share of common stock:
Income (loss) before extraordinary
item and cumulative effect of a

" : b - 1 ]
' 15 . L A

change in accounting principle .....:. (7.75)@ 0.79) - ‘ “’(1.18) 5 (0.79) ‘ 0.94) -~ 0.20
Extraordinaryitem .oovecvnvenrannans 81 . - .= - - . -
Cumulative effect of a change ‘ ) ‘

in accounting principle’............. - L= (2.70) 4) - - -

Netincome (10s) ...« e (1589) .+  (0.79) (3.88) . (0.79) ©94 . 020
Total assets ...... Peeaeenesravanenanns l 966,281 - l 702,778 (& 1,715,406 1,730,851 1,809,891 (3 1,874,578
Additions to utility plant Vasereeraninanas 63, 394- 60 570 58,215 * 60,113 88,267 88,267
Debt and obligations subject to : ! " T e ‘ '
COMPIOMISE +ovvverrronsssananen - 1,286,703 1,440,968 1,495,315 1,537,303 1,608,091 1,189,335
Preferred stock - redemption required ...... 67,266 (6) ‘ 67,266 () 67,266 (6) 67,266 ©6) 67,266 (6) 100,000
Common stock equity (deficit) ............ (191,434 (220,508) (357.463) (385,966) {418,763) 300,000
| v
{ s ¥ " et b o
1 Reflects a decrease in fuel revenues due to a change in the calculation of Texas jurisdictional fuel
costs. In addition, increases in base rates, effective July 16, 1994, have been deferred and, therefore,
| ' they are not included in operating revenues. © - g

2 Includes approximately'$221.1 million after-tax loss attributable to ]etters of credit draws and

| . approkimately $25.2 million after-tax write-off for previous regulatory disallowances in-Texas.
| (3)  Reflects the after-tax effect resultmg from the discontinuance of the appllcatlon of SFAS No: 71.
4) " Reflects the change in accountmg for income taxes due to the implementation of SFAS No. 109. -
) Increase primarily is due to increase in cash and temporary. investments which results from the

- nonpayment of interest and Palo Verde lease costs in 1992 and the: nonpayment of interim payments

: in 1995. - s s .
(6) - Includes approxnmately $3.3 million of dividends in arrears. ' o
(7)  The pro forma data is not on a comparable basis to the historical data presented. See Pro Forma

Condensed Financial Statements (Unaudited).

The selected financial data should be read in conjunction with Item 7, "Management's Discussion

and Analysis of Financial Condition and Results of Operations," and Item 8, "Financial Statements and
Supplementary Data," below.
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Item 7. Management's Discussion and Analysis of Financial Condxuon and Results of _
Operations

Liquidity and Capital Resources
The Company's principal liquidit;' requirements through 1998 are expected to consist of the payment

of interest on the Companys indebtedness and capital expenditures related to the Company's generating
facilities and transmission and distribution systems. The Company expects that cash flows from operanons

-* will be sufficient for such purposes.

Long-term capital requirements of the Company will consist primarily of maintenance and
construction of electric utility plant, payment of interest on and retirement of debt and payment of dividends
on and redemption of preferred stock. The Company has no current plans to construct any new generating
capacity through the end of this decade. Utility construction expenditures will consist primarily of

-expanding and updating the transmission and distribution systems and the cost of betterments and
. improvements to Palo Verde.

The Company anticipates that internally generated funds will be sufficient to meet its construction

. requirements, provide for the retirement of debt at maturity, and enable the Company to meet other

contingencies that may exist, such as compliance with environmental regulation, pending litigation and any
claims for indemnification. At March 8, 1996, the Company had approximately $68 million in cash, out
of which approximately $20 million of reorganization expenses is expected to be paid during the first half
of 1996. The Company also has access to a revolving credit facility, which provides up to $50 million .
(depending on the amount of borrowings for nuclear fuel purchases) for seasonal liquidity needs.

The Company has substantial leverage and mgmﬁcant debt service obllgatlons and, due to the Rate

" Stipulation, does not expect to be able to raise its rates in order to recover increases in future costs or to

replace any lost revenues. As of the Effective Date, the Company had total long-term indebtedness of
approximately $1,189 million and redeemable preferred stock of $100 million. Long-term indebtedness as
a percentage of total capitalization totaled approximately 75%. .

The degree to which the Company is leveraged could .have important consequences to the
Company's liquidity, including: (i). the Company's ability to obtain additional financing for working capital,
capital expenditures, acquisitions, general corporate purposes or other purposes will be limited in the future;
(i) a substantial portion of the.Company's cash flow from operations will be dedicated to the payment of
principal and interest on its indebtedness, thereby reducing the funds available to the Company for other
purposes; -and (iii) the Company's substantial leverage may place the Company at a competitive
disadvantage, hinder its ability to adjust rapidly to changing market conditions and make it more vulnerable
in the event of a downturn in general economic conditions or its business. As a result, any significant’
reduction in revenues and/or significant i increase in costs or expcndxtures could materially adversely affect
the Company's liquidity. ) :
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» Operational Overview

Pro Forma Results of Operations . | ‘o

On a pro forma basis after giving effect to the consummation of the Reorganization and the related
transactions, the Company's results of operations would improve as compared to historical results of
operations. As a result of the Rate Stipulation, as implemented by the Agreed Order, on a pro forma basis
the Company would recognize an approximate. $24.9 million rate increase in its Texas jurisdiction. The
Company also would rccogmze additional-fuel revenues to reflect the change in the sharmg of the revenues
from third-party transmission services and profit margms on off-system sales. The historical results of
operations reflect the benefits to the Company of retaining 25% of such revenues and margins, while pro
forma results would reflect the benefits of 75% of such revenues and margins as a result of the Rate
Stipulation. The substantial reduction in the Company's fixed charge -obligations resulting from the
Reorganization and the decrease in historical contractual interest expense resultmg from the new capital
structure would improve the Company's results of operations. .‘The reacquisition of the Palo Verde leased
assets would contribute to the reduction in fixed obligations due to the elimination of the lease expense, offset
in part by an increase in interest expense due to the direct obligations that replace the leases. Results of
operations on a pro forma basis also would improve as compared to historical results because the fees and
expenses related to reorganization would not be-incurred. The improved results of operations on a pro
forma basis would be offset, in part, by increased depreciation expense as a result of (i) the reacquisition of
the leased portion of Palo Verde; and (i) the depreciation of a portion of the Company's net plant in service
on an accelerated basis following the Reorganization. See PartI Item 1, "Business—Pro Forma Condensed
Financial Statements (Unaudited)." v P »

Operational Prospects and Challenges -

The Rate Stipulation provides a level of certainty in the rates that the Company currently charges
the majority of its customers. The Company intends to enhance its position during the Freeze Period by
(i) serving the growing need for electricity within its retail service territory; (ii) continuing to focus on its
strategic location on the border with Mexico; (iii) executing long term contracts to provide electricity to its
largest retail customers; (iv) implementing operatmg cost reduction programs, and (v) utilizing free cash flow
to reduce its fixed obligations. l Cae T ' :

Thc Company faces a number of challenges which could negatively impact its operations during the
Freeze Period. The primary challenge is the risk of increased costs, including the risk of additional or
unanticipated costs at Palo Verde resulting from: (i) increases in operation and maintenance expenses; (ii)
the potential replacement of steam generators; (ili) an extended outage of any of the Palo Verde units;
(iv) increases in estimates of decommissioning costs; (v) the storage of radioactive materials; and (vi)
compliance with the regulations governing nuclear generating stations. There can be no assurance that the
Company's revenues will be sufficient to recover any increased costs incurred during the Freeze Period,
including any such increased costs in connection with-Palo Verde or increases in other non-fuel costs of
operation, whether as a result of higher than anticipated-levels of mﬂatlon, changes in tax laws or regulatory
requirements, or other causes. : T :

N

Anotherrisk to the Company's operations is the potential loss of customers. Las Cruces has instituted
litigation seeking the ability to condemn the Company's distribution system and related assets located within
its city limits. If Las Cruces succeeds in its efforts, the Company could lose its Las Cruces customer base,
although the Company would receive "just compensation" as established by the court. In addition, if
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Las Cruces succeeds in its efforts, additional areas of the Company's New Mexico service territory may join .
the Las Cruces system or establish their own system. In recent years, the United States has closed a large
number of military bases and there can be no assurance that Holloman, White Sands or Ft. Bliss will not
be closed in the future. If the Company loses a significant portion ofits retail customer base or wholesale
sales, the Company may not be able to replace such revenues through either the addition of new customers
or an increase in rates to remaining customers. : :

N ‘ o
The Company does not currently have an agreement with New Mexico regulatory authorities or
parties to New Mexico regulatory proceedings comparable to the Rate Stipulation. Pursuant to New
Mexico law, certain interested.parties may challenge the Company's rates in New Mexico and, in such a
proceeding, such parties may assert that Palo Verde Unit 2 should be revalued for rate making purposes.
In addition, the New Mexico Commission may assert that it is within the New Mexico Commission's
discretion to value the Company's property for rate making purposes utilizing a methodology that results
in decreased rates for New Mexico retail customers. Consequently, there can be no assurance that the
Company will continue.to be able to charge its current rates in New Mexico. :

Finally, the electric utility industry in general is facing sxgmﬁcant challenges and increased
competition as a result of changes in federal provisions relating to third-party transmission services and
independent power production, as well as potential changes in state regulatory provisions relating to
wholesale and retail service. The Company's wholesale and large retail customers currently have, in varying
degrees, and, in the future may have, additional alternate sources of economical power, including co-
generation of electric power. In the face of increased competition there can be no assurance that such
competition will not adversely affect the future operations and financial condition of the Company.

Historical Results of Operations

General

The Company derives revenue principally from the sale of power to retail and wholesale customers,
which accounted for 78.7% and 20.5%, respectively, of the Company's revenues for the year:ended
December 31, 1994 and 79.6% and 19.7%, respectively, of the Company's revenues, for the year ended
December 31, 1995. Revenues from the sale of electricity include fuel costs, which are passed through
directly to customers, and base revenues. Base revenues refers to the Company's revenues from the sale of
electricity excluding such fuel costs ‘

v The Company s retail customers.consist of residential customers, small commercial and industrial
customers, large commercial and industrial customers and public authorities, which accounted for 36%,
36%, 11% and 17%, respectively, of the Company's retail base revenues for the year ended December 31,
1994, and 36%, 36%, 11% and 17%, respectively, of the Company's retail base revenues for the year ended
December 31, 1995. Wholesale revenues consist of sales pursuant to long-term power contracts, sales to
CFE, and spot market sales, which accounted for 57%, 36% and 7%, respectively, of the Company's
wholesale base revenues for the year ended December 31, 1994, and 56%, 36% and 8%, respectively, of
the Company's wholesale base revenues for the year ended December 31, 1995. Sales to the Company's
largest wholesale customer, IID, accounted for 9.2% and 8.8% of the Company s base revenues for the years
ended December 31, 1994 and 1995, respectively. No retail customer accounted for more than 3% of the
Company s base revenues during such penods :
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The Company's business is seasonal, with higher revenues during the summer season. The following
table sets forth the percentage of the Company's revenues derived during each quarter of the periods

presented. L
, ' . Years Ended December 31,
o 1993 1994 1995
January ltoMarch 3l ............oiiiiiiL, 22% 23% 22%
AprilltoJune 30 .........cooiiiiiiiiiiiia, 25 26 25
July 1 to September30......... .00 00, 28 29 29
October 1 to December 31 ....................... 25 22 24
Total ..ivvvvviiiiineennnnn, N 100% 100% __ 100%

Palo Verde, which represents approx1mately 40. 0% of the; Company's avallable net generating
capacity and represented approximately 57.3% of the Company's available energy for the year ended
December 31, 1995, is subject to performance standards in New Mexico and Texas. If such performance
standards are not met, the Company is subject to a penalty. See Part I, Item 1, "Business—Regulation — New
Mexico Rate Matters — Palo Verde Performance Standards" and "-Regulation — Texas Rate Matters — Palo
Verde Performance Standards." e , .

Year Ended December 3i,,L1995 Compared to Year Ended Deéefnber 31, 1994‘

Operating Revenues ‘ o

Operating revenues decreased 6.0% to $504.6 million in 1995 compared to $536.8 million in 1994
primarily due to a decrease in fuel revenues. Despite such decrease in revenues, the Company achieved
record total system peak demand of 1,374 MW in 1995, representing a 0.7% increase over 1994's record
peak of 1,365 MW.

e

Base Revenues. Base revenues remained relatively unchanged at $432.0 million in 1995 compared to
$431.6 million in 1994. ' R e

Total system firm energy sales decreased from 7,306,666 MWH in 1994 to 7,056,367 in 1995.
Retail firm energy sales increased 29,472 MWH over the same time period.

The Company implemented an increase in base rates for Texas retail customers which began in
July 1994 subject to refund and bond. The Company therefore deferred recognition of such revenues and
such revenues are not included in reported results. Revenues deferred for.1995 and 1994 were $24.1 million
and $11.5 million, respectively, and total revenues subject to refund aggregated $35.6 million at
December 31, 1995.

Fuel Revenues. Regulations of the Texas Commission and the New Mexico Commission allow
substantially all changes in fuel and purchased and interchanged power costs to be passed through directly
to customers in the applicable jurisdiction., As a result, fuel revenues fluctuate in relation to fuel and
purchased and mterchanged power.costs. Fuel revenues decreased 31.9% to $68.8 million in 1995
compared to $101.1 million in 1994 primarily due to reduced cost of fuel for Company owned generatxon
and changes in generation supply from higher cost purchased power to Company owned generation.
During the fourth quarter of 1995, the Company reserved $2.3 million against fuel revenues to reflect
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additional fuel and purchased and interchanged power costs incurred related to operating conditions during -
the initial remediation following the system outages.

If the provisions of the Rate Stipulation concerning fuel issues had been implemented for 1995, fuel
revenues would have been $16.3 million greater. Under the Agreed Order, the Company will retain fuel
revenues in the amount of $46.1 million that have been accrued as a provision for refund in the financial
statements.

Fuel and Purchased and Interchanged Power Expense

Fuel and purchased and interchanged power expense decreased 22.7% to $92.6 million in 1995
compared to $119.8 million in 1994. Such decrease was pnmanly attributable to the reduced cost of fuel
for Company owned generanon and changes in the fuel mix from hlgher cost purchased power to nuclear
fuel.

q
v

Other Operation and Maintenance Expense

Other operation and maintenance expense decreased 0.8% to $251.9 million in 1995 compared to
$253.8 million in 1994 as a result of (i) decreased Palo Verde costs of $3.7 million; (ii) decreased rents of
$1.2 million primarily related to lease expenses for the Company's computer system; (iii) decreased general
maintenance costs at a Company operated generation plant of $1.0 million; (iv) decreased pension and
benefit costs of $0.9 million primarily due to a change in actuarial assumptions; and (v) decreased
transmission costs of $0.8 million primarily related to the installation of transmission equipment which
eliminated fees for transmission services. Such decreases were partially offset by (i) increased outside service
costs of $3.3 million primarily related to condemnation and franchise issues for Las Cruces; and (if) increased
maintenance costs of $2.2 million at a Company operated generating plant.

Depreciation and Amortization Expense

Depreciation and amortization expense increased $2.9 million to $56.8 million in 1995 compared
to $53.8 million in 1994 primarily due to increases in depreciable plant balances and a $0.6 million inflation
adjustment to the DOE's assessment on Palo Verde related to a Decontamination and Decommissioning
Fund established by the Energy Policy Act. .

Federal Income Taxes

Federal income tax benefits decreased $9.5 million to $7.3 million in 1995 compared to $16.8 million
in 1994. Federal income taxes fluctuate primarily due to changes in pretax income and dnﬂ'erences in book
and taxable income. o

. Other Taxes

“Taxes other than federal income taxes decreased $6.0 million to $48.5 million in 1995 compared
to $54.5 million in 1994 due to (i) decreased state income taxes resulting from an accrual in 1994 for prior
years taxes with no corresponding accrual in 1995; and (i) a decrease in Arizona sales tax due to an accrual
in 1994 for prior years taxes with no'corresponding accrual in 1995.
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Other Income, Net , .

Other income, net decreased $4.3 million to a net deduction of $0.9 million in 1995 compared to
other income, net of $3.4 million in 1994 primarily due to (i) a gain on the sale.of the Company's interest
in Triangle Electric Supply Company in 1994 of $2.4 million with no comparable amount in 1995 and (i)
the recording of $0.9 million of expense in 1995 compared to $0.5 million of income in 1994 related to
Company owned life insurance policies. : o

Interest Charges

Interest charges decreased $6.9 million to $88.1 million in 1995 compared to $95.0 million in 1994
primarily due to the Company's discontinuance of interest accruals on unsecured debt pursuant to
Bankruptcy Court order which was offset partially by increased interest rates on interim payments to certain
secured and unsecured creditors.

Reorganization Items .

Reorganization items expense increased 11.0% to $10.0 million in 1995 compared to $9.0 million
in 1994. Such increase of reorganization items expense was due to increased professional fees and other
costs in 1995 pamally offset by increased interest earned on accumulated cash in 1995 due to higher cash
balances and investment interest rates. .

Net Loss |

Net loss increased $5.2 million to $33.3 million in 1995 compared to $28.2 million in 1994. The
principal factors giving rise to the loss in 1995 were (i) that revenues were not sufficient to recover fully the
Company s costs of service and debt service; and (u) reorgamzatlon expenses. N

Year Ended December 31, 1994 Gompared to Year Ended December 31 1993

Operatmg Revenues o -

N

Operatmg revenues decreased 1.3% to $536.8 mllllon in 1994 compared to 854-3 6 mxlhon in 1993
primarily due to a decrease in fuel revenues. Despite such decrease in revenues, the Company achieved
record total system peak demand of 1,365 MW in 1994, a 2.2% increase over the previous record of
1,335 MW recorded in 1993. The Company also achieved record native system peak demand of 1,093 MW
in 1994, a 9.6% increase from the record of 997 MW set in 1993. Such new records were the result of an
increase in the number of customers and higher than normal temperatures during the summer months.

Base Revenues. Base revenues increased 1.0% to $431.6 million in 1994 compared to $427.2 million
in 1993. Such increase was primarily attributable to (i) a 2.2% increase in the average number of customers
served; (ii) record high summer temperatures; (iii) changes in the Company's customer sales mix in 1994
compared to 1993; and (iv) the resumption of operation of a major industrial facility that ceased operating
in the first quarter of 1993 following the bankruptcy filing of the prior owner of the facility. Such increases
were offset partially by a reduction in sales for resale due to lower contract demand revenues from TNP.

Total system firm energy sales decreased from 7,432,205 MWH in 1993 to 7,306,666 MWH in
1994. Retail firm energy sales increased 432,921 MWH over the same time period.

39




The Company implemented an increase in base rates for Teg retail customers effective July 16, ,
1994; however, because the revenues collected under that increase were subject to refund and bond, the
Company deferred recognition of such revenues and, therefore, they are not included in reported results for
- 1994, . - ~
Fuel Revenues. Fuel revenues decreased 9.7% to $101.1 million in 1994 compared to $112.0 million
. in 1993 due to (i) decreased fuel costs that are passed through directly to customers; and (i) a change of
$7.5 million in the method of calculating Texas jurisdictional fuel costs based on the final order in a
regulatory proceeding. Such decrease was offset partially by a $2.6 million increase in economy energy
sales.

Fuel and Purchased and Interchanged Power Expense

Fuel and purchased and interchanged power expense decreased 9.9% to $119.8 million in 1994
compared to $133.0 million in 1993. Such decrease was primarily attributable to changes in the fuel mix
from higher cost purchased power to gas and nuclear fuel, which decrease was partially offset by increased
power production at Palo Verde and at local gas generating facilities.

Other Operation and Maintenance Expense

o
3

Other operation and maintenance expense increased 3.2% to $253.8 million in 1994 compared to
$246.0 million in 1993 as a result of (i) increased pension and benefit expenses of $3.2 million related to
increased costs of postretirement benefits, pensions and other employee benefit plans; (ii) increased Palo
Verde costs of $2.2 million; (jii) increased regulatory expenses of $2.1 million resulting from the rate case
filing in Texas; (iv) increased outside services of $1.9 million primarily due tothe reissuance and the
remarketing of several pollution control revenue bonds; (v) an additional provision.for increased
environmental costs of $1.7 million related to remediation projects at the Company's local generating

facilities; and (vi) increased maintenance costs of $1.5 million relating to a non-recurring expense at one of
- the Company's local generating plants. Such increases were offset in part by (i) decreased pensions and
benefits due to the recording of $4.0 million in 1993 for retirement agreements with five former officers who
retired in early 1994; (ii) decreased transmission costs due to a provision of $1.9 million recorded in 1993
far the settlement of certain transmission dlsputes, and (m) provision of §1.0 million recorded in the first
quarter of 1993 for uncollectible amounts. . o o
- i

Deprecxauon and Amortization Expense

Depreciation and amortization expense remained relatively unchanged at $53.8 mxlllon for 1994
compared to $53.1 million for 1993. ‘ N . :

Federal Income Taxes ‘ : ‘ S ,

Federal income tax benefits increased $8.9 million to $16.8 million in 1994 compared to tax benefits
of $7.9 million in 1993. Such increase in tax benefits resulted primarily from.a decline in nondeductible
bankruptcy costs which were partially offset by a decrease in pretax losses.

&
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Other Taxes

Taxes other than federal income taxes decreased $2.4 million to $54.5 million in 1994 compared
to $56.9 million in 1993 primarily attributable to the accrual of $6.2 million in the first quarter of 1993 for
the settlement and anticipated settlement of state income and other tax claims, partially offset by increases
in revenue related taxes and Texas franchise taxes in 1994.

Other Income, Net , .

Other income, net increased $0.5 million to $3.4 million in 1994 comparéd to $2.8 million in 1993.
Other income, net for 1994 includes a gain of $2.4 million recognized on the sale of'the Company s interest
in Triangle Electric Supply Company.

Interest Charges L -

Interest charges increased 21.5% to $95.0 million in 1994 compared to $78.2 million in 1993
primarily due to payments to unsecured and undersecured creditors pursuant to Bankruptcy Court order.
Such interim payments, which are recorded as interest expense, totaled $24.8 million and $10.2 million in
1994 and 1993, respectively. The increase in interim payments was due to increased interest rates and the
recording of interest expense for a full year in 1994 versus approximately half a year in 1993.

Reorganization Items

[

Reorganization items expense decreased 70.6% to $9.0 million in:1994 compared to $30.6 million

in 1998. Such reduction of reorganization items expense was due to decreased professional fees and other

costs in 1994 compared to 1993 as a result of additional payments in 1993 pursuant to Bankruptcy Court
order, and increased interest earned on accumulated cash in 1994 partially offset by increased periodic
payments to preferred stockholders pursuant to Bankruptcy Court order.

Cumulative Effect of a Change in Accounting Principle

Effective January 1, 1993, the Company began reporting its financial results pursuant to the
provisions of SFAS No. 109. The standard requires the use of the asset and liability method of accountmg
for income taxes as opposed to the deferral method. The Company recognized a charge to operations in
January 1993 of approximately $96.0 million as a result of adopting SFAS No. 109. The charge to
operations consists of federal income tax benefits of approximately $153.2 million and state income tax
benefits of approximately $12.2 million, less valuation allowances of approximately $219.2 million and $42.2

million, respectively.
Net Loss

Net loss decreased $109.7 million to $28.2 million in 1994 compared to $137.9 million in 1993. The
principal factors giving rise to the loss in 1994 were (i) insufficient revenues to recover fully the Company's
costs of service and debt service; (ii) increased interest costs resulting from a Bankruptcy Court order; and

(iii) reorganization expenses.
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‘ Effects of Inflation

Over the recent past, inflation has been relatively-low.- As such, its impact to the Company's results
of operations and financial condition has not been s1gmﬁcant

KoL

Eﬁ'ect of Recently Issued Acconnting Sta.ndards ,,

SFAS No. 121, "Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to

Be Disposed Of" ("SFAS No. 121"), requires that long-lived assets and certain identifiable intangibles to be

held and used by the Company must be reviewed for impairment whenever events indicate that the carrying

' »amount of an asset may not be recoverable. The effective date of SFAS No. 121 is for fiscal years beginning

after December 15, 1995. The Company will apply fresh-start reporting upon the emergence from

bankruptcy, which will encompass the adoption of SFAS No. 121. The Company does not expect any
significant impact on its financial statements from adoption of SFAS No. 121.

SFAS No. 123, "Accounting for Stock-Based Compensation" ("SFAS No. 123") defines the fair value
based method of accounting for an employee stock option or similar equity instrument and encourages all
entities to adopt’that method of accounting for all of their employee stock compensation plans. However,
it also allows an entity to continue to measure compensation costs for those plans using the intrinsic value
based method of accounting. The statement also requires that an employer's financial statements include
certain disclosures about stock-based employee compensation arrangements regardless of the method used
to account for them. The effective date of SFAS No. 123 is for fiscal years beginning after December 15,
1995. Upon emergence from bankruptcy, all of the Company's stock plans were terminated and no new
plans have become effective. The Company does not believe the adoption of SFAS No. 123 will have any
significant impact on its financial statements on its financial statements.
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INDEPENDENT AUDITORS' REPORT

The Shareholders and Board of Directors"
El Paso Electric Company

We have audited the financial statements of El Paso Electric Company (a debtor-in-possession as of
January 8, 1992) (the "Company") as listed in the accompanying index. These financial statements are the
responsnblhty of the Company's management. Our responsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supportmg the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well a5 evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

As discissed in Note A of Notes to Financial Statements, the Company filed a voluntary petition for
reorganization under Chapter ‘11 of the United States Bankruptcy Code on January 8, 1992. On
February 12, 1996, the Company's Fourth Amended Plan 6f Reorganization (the "Reorganization") was
declared to be effective by the Bankruptcy Court. The Reorganization sxgmﬁcantly altered, compromised
or modified the Company's historical capital structure as reflected in the accompanying balance sheet as of
December 31, 1995. The Company will account for the Reorgamzatlon on February 12, 1996 and will, at
that date, adopt fresh-start reporting. No cﬂ‘ects of accounting for the Reorgamzatxon are reflected in the
accompanying financial statements.

In our opinion, the financial statements referred to above present fairly, in all matenal respects, the financial
position of El Paso Electric Company as of December 31, 1995 and 1994, and the results of its operations
and its cash flows for each of the years in the three-year penod ended December 31, 1995 in conformity with
generally accepted accounting principles.

o ‘ " KPMG Peat Marwick LLP

)

El Paso, Texas
March 18, 1996




.( EL PASO ELECTRIC COMPAQ

(DEBTOR IN POSSESSION AS OF JANUARY 8, 1992 — Note A)

BALANCE SHEETS

ASSETS

Utility plant (Notes C, D and E) ‘ 4
Electric plantinservice ........oviiiiiiiiiiiiiiinie i,
Less accumulated deprecxatxon and amornzatxon Ve

Net plant INSEIVICE W'vuereneeliennonnrenrsncnneonns U

Construction work in Progress . ......ceeveerereeneeennss oee

Nuclear fuel; includes fuel in process of $10,066,000 and
$6,071,000, respectlvely ................................
Less accumulated amortization .........cccviiiiiseeeennan.,
Netnuclearfuel ..................0...., eeevee saeees .
Netutilityplant .....ocvveevriiernnanennn. PR ..

Current assets: o
Cash and temporary investments (Note C ..... reseerae e
Accounts receivable, principally trade, net of allowance for
doubtful accounts of $5,923,000 and 6,031,000, respectively . .
Inventories, at COSt . vvvvivnernnvennenroneersnroossassnnans
Prepaymentsandother .............ccoiiiiiiiiiiiiialaL,
_Total CUITENE ASSELS oo vvevvnnorennccnnneses eeeeeeas

' Long-term contract receivable (Note C) ....... P

Deferred charges and other assets (Note E) ..................
Totalassets ............... et eteeeesieee e e

See accompanying notes to financial statements.
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w December 31,

1994 1995
(In thousands)

$ 1,694,553 § 1,744,468

— 419212 ___465.311
1,275,341 1,279,157

43,712 61,274
92,720 82,904
50,273 43,599
42,447 39,305

" 208"’,5334 962,507

54,367 59,233
34,327 32,737
11,001 8,877
308,369 . 363,354
33,603 33,683
27,379 33,118




. @)1 pAso ELECTRIC COMPANY ®
(DEBTOR IN POSSESSION AS OF JANUARY 8, 1992 — Note A)
BALANGE SHEETS

CAPITALIZATION AND LIABILITiES

See accompanying notes to financial statements.
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December 31,
1994 1995 _
(In thousands)
Capitalization (Notes A, F, G and H):
- Common stock, no par value, 100,000,000 shares authorized. -
Issued and outstanding 35,544,330 shares ................... $ 339,097 & 339,097
"Accumulateddeficit ... .. il i e (724,713).  (758,032)
‘Net unrealized (loss) gain on marketable securities, less ‘ ' >
applicable income tax benefit (expense) of $189,000 and
$(93,000), respectively .. ..vueireninetieineiieieaieaann. (350) 172
‘o Common stockdeficit .........ccoiiiiiiiiiiiiii... (385,966) ; , . (418,763)
Preferred stock, cumulative, no par value, 2,000,000 shares authorized:
Redemptionrequired . ....ovvriietiiiiiininnnnnnanennas - 67,266 67,266
Redemptionnotrequired .. ....coovviiiiiiiiiiiiennnnenn. 14,198 14,198
Obhgatmns subject to COMPromise ......oevvvverneenneeernnns —1,537,303 1,608,001
' Total capitalization «......vvvuvieeeenrennenneanenens 1,232,801 _ 1270792
‘Current liahilities: ‘
- Accounts payable, principallytrade .. ......cciiiiiiiiiiia.. 23,015 - 34,900
 Customerdeposits «....covviiiiiiiiiiiiiiiiiiiiiiiiiiaaes 4,891 3,745
Taxes accrued other than federal i mcome 15,2 23,427 24,629
- Net overcollection of fuel revenues MNoteC) vvvrvrenrennnnnnnn. 37,207 53,788
Revenues subject to refund Note C) ....ovvveiniiiniiiiinn., 11,475 35,582
Other ... iiiiiiiiiiiiiiiiiiinnnne, e ieie et 9,550 10,521
’ Total current liabilities . ................ e eeareeeeen 109,565 163,165
Deferred credits and other liabilities:
Accumulated deferred income taxes (Note I) . . .. ......oooiiat, - 98,106 70,010
" Accumulated deferred investment tax creditsNote I) . .. .......... 76,642 78,275
. Deferred gain on sales and leasebacks (Note B) ............. ... 135,510 | 128,478
- Decommissioning MNote E) .....cooviiiiiiiiiiiiiiinininin. 38,528 47,245
Other(NoteL) o.vviiiiiiiiiiiiiiiiiiiiiiiiiiiiinenens sees 30600 ____ 51,996
‘ Total deferred credits and other liabilities . .............. . __ 388485 __ 375934
Commitments, contingencies and subsequent events
(Notes A,B,CE, J,KandL) n "
Total capitalization and Liabilities ................. 8 1,730,851 $ 1,809,891




| @ =1 raso ELECTRIC coMPANG) :
(DEBTOR IN POSSESSION AS OF JANUARY 8, 1992 - Note A)
STATEMENTS OF OPERATIONS

For the years ended December 31, 1993, 1994 and 1995

1993 1994 1995
(In thousands except per share data)

Operating revenues:
Base reVenUESs ..vvvvvvreveecsasonaranessonsssasnstaarrssrssans $ 427,156 $§ 431,634 § 432,050
Fuel revenues and economysales .......cviiieirinniiinrensnennses 112,005 101,076 68,823
0 11 170 4,433 4,050 3.744

‘ 243504 __ 536760 __ 504617
«  Operating expenses: ’

Operation: ‘ '
T 93,007 89,893 76,005
Purchased and interchangedpower ......c.ooiiiniiiiinnnnenn __.39997 _ 299290 _ 16,568
‘ 133,004 119,822 92,573
Other . .iviiiiiieiiiistriiesnnneasaassansssesssssosrones 206,576 209,814 . 208,445
Malntenance o oeveeeruveoesrsnnsarssassrsaesssnenassssvseasnns 39,450 44,022 43,412
Dcprecnatxon and AMOTUZAtON + v vvevvrrevrerrenneronnresnnronnees 53,050 53,841 56,762
Taxes: . ‘ o .
Federal income tax benef tMotel) c.iininiiiiiiiiiiiiiinees (10,360) (18,234) (11,248)
‘ Other «ovviiiiiiiiiiettriiniarssreassereeesessssesvesons — 56903 ___ 54484  ___ 48,527
: ' — 478623 463,749 438471
! Operatingincome .....cviieeiiiiieriitteiattiiassenenennsenns 64971 73011 __ 66,146
' Other income (deductions): ‘
L0 ) T 2,838 3,378 910)
Federal income tax expense applicable to other income NoteI) ......... 831) __ (516) _ (474)
L ‘ 2,007 2,862 (1.384)
Income before interestcharges .......c.ovviiiiiercernnnenann PN 66,978 75.873 64,762
Interest charges (credits): . :
Interest .v.vvvivnnrororuesesseeseosnansasossnsssasastorssssnse 82,237 97,616 91,923
Other interest capitalized and deferred ........coivviieinennnnnnenn (3,998) (2,581) ____ (3.820)

— 78239 __ 95035 ___ 88,103

Loss before reorganization items and cumulative effect of a

change in accounting principle ..o (11.261) (19.162) (23.341)
Reorganization items (expense): . .

Professional feesand other ......ovvirriiiriiinriiinneiincanenns (35,150) _ (15,866) . (19,776)

Interest earned on accumulated cash resulting from Bankruptcy Case ..... .. 6,152 7,771 13,237

Federal income tax expense applicable to reorganization items (Note I) ... (896) (3.439)
: (30,5949 __-_(8.991) _° -(9.979)

Loss before camulative effect of a change in accounting principle . . . (41,855) (28,153), (33,319)
Cumulative effect of a change in accounting principle (NoteI) ...... (96.044) = -
Netloss ..oiviiiiiininiiiirrnsssesscsssscsnnassssssssasosananns $ (137,809)" §__(28.153) § (33.319)
Net loss per weighted average share of common stock:
Loss before cumulative effect of a change in accounting principle ........ $ (1.18) 8 (0.79) s (0.94)
Cumulative effect of a change in accounting principle ............. “ (2,90 = =
NetloSS o cvverrneeeenneensnesrsnossosssannssssnnennvansons 8 (3.88) 8 079 $§ (0.99)

See accompanying notes to financial statements.
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(DEBTOR IN POSSESSION AS OF JANUARY 8, 1992 — Note A)

9}4 PASO ELECTRIC COMPANY

STATEMENTS OF ACCUMULATED DEFICIT

For the years enided December 31, 1993, 1994 and 1995

1993 1994 1995
(In thousands except share data)

Accumulated deficit at beginning of year .... § (558,661) $ (696,560) $ (724,;713)

.Netloss .......ccovvvvienenns e iene e —(137.899) : (28,153) (33.319)

Accumulated deficit at end of year .......... 8§ (696,560) 8 (724,713) § (758.032)

Weighted average number of

common shares outstanding ........ e 35,539,480 _35,544,330 _35,544,330

See accompanying notes to financial statements.

»
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EL PASO ELECTRIC GOMPAXQ )

(DEBTOR IN POSSESSION AS OF JANUARY 8, 1992 = Note'A)

STATEMENTS OF CASH FLOWS

For the years ended liecember 31, 1993, 1994 and 1995

See accompanying notes to financial statements.
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1993 . 1994 1995
(In thousands)
‘Cash Flows From Operating Activities:
Loss before cumulative effect of a change in accounung principle ........ $ (41,855) & (28,153) & (33,319)
Ad_]ustments for non-cash items from operating activities: ‘ ' ' C o
Deprccxatxon and amortization ......cceveerercncaacsseneresns " 66,901 . 67,189. 769,444
. Deferred income taxes and investment tax credit,net .............. (24,077) .. (17,990) (26,744)
"Other operating activities « v v vvvveeeraeneaaessossssoasansnees (1,787) (5,429) (6,795)
Change in: ‘ ) ) .
Accounts receivable ...oiceiiiiiiiiiii e © (2,756) 285" . (4,866)
TIVENMONIES « v vt eereeennenceasencanssassssossnsansonses 1,983 » . 268 . 1,590
Prepayments and othcr ..................................... 1,316 (1,056) 2,214
Long-term contract receivable . ..ovvviiiiiiiaie, RTINS 2,371) (1,183) (80)
Obligations subject to COMPrOMISE +vvvvvveesrrrrrrasuscesasans 55,214 - 42,943 71,839
Accounts payable ... iiiiiiiiiiiiireeaeiiiiiir s sas s 10,912 (14,017) 11,885
Net overcollection of fuel revenues ...vveerererereencceccnaenss 239 23,333 16,581
Revenues subjecttorefund ....vieveiienneeeeevvnrocnnnssonns 11,475 24,107
Other current liabilities ....coviverrrrernnressnnsiranronsonse (3,152) 1,897 1,027
Deferred chargesandcredits .....cvvvviennieiiiiiiiirisesens 16,637 8.867 16.028
Net cash provided by operating activities .............. 717,204 88429 142911
Cash Flows From Investing Activities:
Additionstoutility plant ......ceeeerriiiiiiiiiiiiiiiiiiiieaanns (58,215) (60,113) (88,267)
Other investing activities .o vveeeeeeneennseuereoransoeacnsssseses 409 137 330
Net cash used for investing activities .............c0000 (37,806) (59.976) (87.937)
Cash Flows From Financing Activities:
Redemption of long-term obligations .....iiveriieiiiniiiiiinanas (867) (955) (1,051)
Other financing activities +.vvvvvieivereerecterecatetanscnerseans 20 = =
Net cash used for financing activities ..........000eeens (847) (955) (1.051)
Netincrease in cash and temporary investments ........covvevenns 18,551 27,498 53,923
Cash and temporary investments at beginning ofyear ............. __ 162535 ___181,086 ___ 208.584
Cash and temporary investments atend ofyear ................... 8 181,086 $ 208584 § 262,507
Supplemental Disclosures of Cash Flow Information:
Cash paid during the year for:
INCOMELAXES +eevavevoencanosnsnssnunsssesasssaracsnssoase $ 17,066 $§ 4,700 8§ 12,950
INEEIESt o ovvrvunacerreranssennnanonnsosanasssssannnnessnsns 64,712 92,474 80,688
Reorganization items:
Cash interest received on accumulated cash resulting from .
Bankruptcy Case ...vveeeeninncriiinaatiosrscennancns e 6,107 6,802 13,738
Cash paid for professional feesand other ..........ccovievviin.. 28,531 26,406 15,207
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!L PASO ELECTRIC COMPANY '
(DEBTOR IN POSSESSION AS OF JANUARY 8, 1992—Note A)

NOTES TO FINANCIAL STATEMENTS

A. Emergence From Bankruptcy
Overview

On January 8, 1992 (the. "Petmon Date"), El Paso Electrxc Company (the "Company") filed a
voluntary petition for reorganization (the "Bankruptcy Case") under Chapter 11 of the United States
Bankruptcy Code (the "Bankruptcy Code") in the United States Bankruptcy Court for the Western District
of Texas, Austin Division (the "Bankruptcy Court"). The Bankruptcy Court entered an order dated
January 9, 1996 confirming the Company's Fourth Amended Plan of Reorganization (the "Plan"). On
February 12, 1996, the Plan became effective (the "Effective Date") and the Company emerged from
bankruptcy (the "Reorgamzatxon") as an independent investor-owned utility (the "Reorganized Company")

. .- The Reorgamzatxon has signifi cant 1mpacts on the ﬁnancxal statements of the Reorganized
Company, including the creation of a new reporting entnty upon emergence from bankruptcy on
February 12, 1996 through the apphcatlon of fresh-start reporting pursuant to Statement of Position 90-7,
"Financial Reporting by Entities in Reorganization Under the Bankruptcy Code" ("SOP 90- 7") See Pro
Forma Condensed Financial Statements (Unaudited) elsewhere herein for a discussion of the impacts of
fresh-start reporting and implementation of the Reorgamzatxon, including an unaudited Pro Forma
Condensed Balance Sheet as of December 31, 1995 and an unaudited Pro Forma Condensed Statement
of Operations for the year ended December 31, 1995.. « :

The accompanying historical financial statements do not reflect the effects of the Reorganization and
are premised on the Company's financial agreements and regulatory structures existing prior to the Effective
Date. These financial statements must be read with the understanding that the Reorganization significantly
altered, compromised or modified the historical capital structure reflected in the accompanying balance
sheet as of December 31, 1995. Accordingly, the financial statements of the Reorganized Company for post
bankruptcy periods, whlch will reflect the application of fresh-start reporting, will not be comparable to the
financial statements of the Company while in bankruptcy.

Background

.. The bankruptcy.filing followed an attempt by the Company during 1991 to negotiate a restructuring
of its obligations with its creditors culminating with the draws in late 1991 on letters of credit related to the
Company's.sales and leasebacks of portions of its interest in the Palo Verde Nuclear Generating Station
("Palo Verde"). During the Bankruptcy, the Company's management continued to manage the operations
and affairs of the Company as debtor in possession. . Actions to collect prepetition indebtedness or pursue
prepetition claims were stayed as of the Petition Date, and contractual obligations incurred prepetition could
not be enforced against the Company. Substantlally all liabilities as.of the Petition Date were modlﬁed
pursuant to the Reorganization. ¥ : :

In May 1993, the Company entered into an Agreement and Plan of Merger (the "Met'ger
Agreement"), pursuant to which the Company would have been acquired by Central and South West
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(DEBTOR IN POSSESSION AS OF JANUARY 8, 1992—Note A)

EL PASO ELECTRIC CONIPA.I\,

NOTES TO FINANCIAL STATEMENTS

Corporation ("CSW") through a merger (the "Merger"). In December 1993, the Bankruptcy Court issued
an order confirming the Company's Modified Third Amended Plan of Reorganization (the "Merger Plan").
The Merger Plan would have become effective only upon the satisfaction of numerous conditions, including
substantial regulatory approvals and, accordingly, none of the effects of the Merger Plan were reflected in
~ the Company's financial statements.- In;]une' 1995, CSW terminated the Merger Agreement and revoked
the Merger Plan asserting breach of contract. In response, the Company initiated litigation against CSW
asserting breach of the Merger Agreement and other causes of action. CSW countersued and htlgatlon is
pending. See Note K. ST

A o

Rate Stipulation . -

Following the termination of the Merger Plan, the Company began the development of a plan of
reorganization under which it could.emerge from bankruptcy as an independent company. The Company,
the City of El Paso, the Public Utility Commission of Texas General Counsel (the "General Counsel"), the
Texas Office of Public Utility Gounsel (the "OPC"), and substantially all other parties to the Company's
pendmg Texas rate case (the "Texas Rate Case" or "Docket 12700") (collectively, the "Signatories") entered
into an unopposed Stipulation and Settlement Agreement dated as of July 27, 1995 (the "Rate Stipulation")
concerning the Company's rates in'Texas. On August 30, 1995, the Public Utility Commission of Texas
(the "Texas Commission") entered an order (the "Agreed Order") implementing certain provisions of the
Rate Stipulation and acknowledging a ten-year rate freeze thereunder. The Agreed Order became effective
on the Effective Date

‘Under the Rate Stipulation, the Slgnatones agreed that the Company would receive a $24.9 miillion
annual base rate increase (above the rates being charged prior to filing Docket 12700). Generally, during

the ten years beginning August 2,:1995 (the "Freeze Period"), the Company's Texas base rates for most

customers will not be changed. Risks of increased costs or reduced revenues during the Freeze Period
generally will be borne by the Company, including increased costs of Palo Verde. The Rate Stxpulatlon and
Agreed Order are more fully described in Note C.

The Reorganization

The Reorganization became effective immediately prior to the consummation ‘of the sale by the
Reorganized Company in an underwritten offering of $794 million of first mortgage bonds and $100 million
of 11.40% preferred stock. The net proceeds of approximately $875.6 million were distributed-to the
Company's creditors pursuant to the Reorganization. In'addition, the Reorganized Company issued
$151.8 million aggregate principal amount of first mortgage bonds-and approximately 60 million shares of
common stock, and paid approximately $150 million of cash (excluding the cash proceeds of the
underwritten offering) to holders of allowed claims and interests under the Reorganization. The interest
rates on the five series of first mortgage bonds range from 7.25% to 9.40% per annum and maturities range
from three to fifteen years.

b s
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- In connection with the foregoing, on the Effective Date, arrangements pursuant to which the
Company sold and leased back portions of its interest in Palo Verde were terminated and the Reorganized
Company reacquired such interests. The Reorganized Company has agreed to indemnify certain parties
to the sale/leaseback transactions against certain possible tax liabilities related thereto. See Note J.

Fresh-Start Reporting; Capital Structure

As of its emergence from bankruptcy, the Company will apply fresh-start reporting in accordance
with the requirements of SOP 90-7. Under fresh-start reporting, the reorganization value of the Company,:
which represents the going concern value of all of the Company's assets (excluding liabilities), is determined
by the Company and such reorganization value is allocated to the Company's assets based on their relative
fair values. In addition, liabilities, other than deferred taxes, are stated at their fair values. Deferred taxes
are determined in conformity with the Financial Accounting Standards Board ("FASB") Statement of
Financial Accounting Standards ("SFAS") No. 109, "Accounting for Income Taxes ("SFAS No. 109"). This
results in the creation of a new reporting entity having no retained earnings or accumulated deficit.
Management's estimate of reorganization value of the Company on a pro forma basis as of December 31,
1995 is approximately $1,875 million, reflecting the appllcatxon of fresh-start reporting as if the Company
had emerged from bankruptcy on'that date.

n »

Pursuant to the Rcorgamzatlon, all of the common stock and preferred stock of the Company that
was outstanding immediately prior to the Effective Date was canceled effective February 12, 1996, and
record holders of the former common stock and preferred stock on February 12, 1996, will receive the
Reorganized Company's common stock upon the surrender of the certificates representing the former
common stock or preferred stock. In addition, such record holders of the former common stock and
preferred stock will share in the first $20 million of proceeds, if any, from certain litigation against CSW. -
See Note K.

As of February 12, 1996, the Reorganized Company's capital structure ‘consists of approximately
$1,189 million of debt, $100 million of redeemable preferred stock, and approximately $300 million of
common stock equity. The Reorganized Company's debt includes approximately $945.9 million of first
mortgage bonds described above, $193.1 million of pollution control bonds, and approximately
$49.6 million in other debt obligations ($43.3 million debt for nuclear fuel and an approximately
$6.3 million capital lease for generating equipment). The Reorganized Company also has available $100
million under a revolving credit facility (secured by first mortgage bonds issued as a separate series) to finance
the purchase of nuclear fuel and to provide working capital, approximately $43.3 million of which was
drawn on the Effective Date to.fund the purchase of nuclear fuel. g T

Accountmg Durmg Bankruptcy

‘The Company, prior to December 31, 1991, reported its regulated utility operations pursuant to
SFAS No. 71, "Accounting for the Effects of Certam Types of Regulation" ("SFAS No. 71"), as amended.
The Company discontinued the application of SFAS No. 71 as of December 31, 1991 and accounted for
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such discontinuation in accordance with SFAS No. 101, "Regulated Enterprises—Accounting for the
Discontinuation of Application of SFAS No. 71." The Company has concluded that upon emergence from
Bankruptcy it does not meet the criteria of SFAS No. 71 necessary to reﬂect the effects of regulation in its
- general purpose financial statements.

The Company has accounted for all transactions related to the reorganization proceedings in-
accordance with SOP 90-7. Accordingly, all prepetition liabilities of the Company expected to be impaired
are reported separately in the Company's balance sheet as obligations subject to compromise. See Note H.
Pursuant .to SOP 90-7, the Company accrued interest on its secured obligations as well as, to the extent
allowed by the Bankruptcy Court, on its unsecured and undersecured obligations. Expenses and interest
income resulting dlrectly from the reorganization procecdmgs are reported separately in the Statements of
Operatlons as reorgamzatxon items.

B. Sale and Leaseback Transactions and Letters of Credit Draws

In August and December 1986 and December 1987, the Company consummated ten separate
sale/leaséback transactions (the "Palo Verde Leases") involving all of its undivided interest in Palo Verde
Unit 2, one-third of its undivided interest in certain common plant at Palo Verde and approximately 40%:
of its undivided interest in Unit 3. Pursuant to applicable agreements, the Company remained responsible,
during the terms of the Palo Verde Leases, for all operating and maintenance costs, nuclear fuel costs, other
related operating costs of the leased-back facilities, and for decommissioning costs. Under their terms; the
leases related to Unit 2 arid common plant were to expire in October 2013, while the leases related to Unit 3
were to expire 'in January 2017: The Palo Verde Leases also contained provisions related to the.
indemnification of the lessors in certain circumstances-against certain losses, including the loss of certain tax
benefits, resulting from specified-events. See Note J. .+ - SN

The aggregate consideration received by the Company in the sale/leaseback transactions was $934.4
million ($684.4 million‘in 1986 and $250 million in 1987). Nine of the ten transactions were accounted for
as operating leases; one transaction (sales price of $87:4 million) was accounted for as a financing transaction.
For the transactions accounted for as operating leases, the proceeds exceeded the cost of the assets sold by
$194 million, which amount has been deferred and is being amortized into income, as a reduction to lease
expense, over the primary terms of the leases.

[ ¢

The letters of credit related to the Unit 2 leases had expiration dates of December 31, 1991 and
January 2, 1992. During the second half of 1991, the Company pursued a comprehensive financial
restructuring which would have provided, among other things, for the issuance of required replacement
letters of credit by December 1, 1991, the earliest date required pursuant to the leases. However, the
Company failed to provide the replacement letters of credit by such date. On December 26 and 27, 1991,
beneficiaries holding the letters of credit issued on the account of the Company in connection with the Unit
2 sales and leasebacks drew and were paid the full available amount of such letters of credit of approximately
$208 million. As discussed in Note A, the Company filed its bankruptcy petition on January 8, 1992. On
January 9, 1992 the beneficiaries of'ithe letters of credit issued in connection with the Unit 3 sale and
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leaseback transactions also drew and were paid the full available amount of such letters of credit of
approximately $80.4 million.

As a consequence of the letters of credit draws, the Company incurred direct obligations totaling
approximately $288.4 million to the banks issuing these letters of credit. The obligations were unsecured
prepetition claims of the banks.  See Note H. The Company did-not make lease payments on the Palo
Verde Leases, which constituted events of default under the leases. As a-result of the bankruptcy filing, the
lessors were stayed from exercising any remedies under the Palo Verde Leases except through the.
Bankruptcy Case. In connection with the Bankruptcy Case, the lessors and the holders of bonds issued to
finance the lessors' purchase of the interests in Palo Verde filed proofs of claims that collectively assert
damages of approximately $742.7 million, which were not recorded by.the Company. o

Through the Effective Date, the Company continued to accrue the cost of| but did not pay, the
contractual rental rates on the Palo Verde Leases. See Note H. In connection with the confirmation of the
Merger Plan, the Bankruptcy Court authorized the Company to make interim payments to the holders of
the bonds issued to finance the Palo Verde Leases equivalent to interest on their anticipated allowed claim
of $700 million. Approximately $15.5 million in 1993, $42.9 million in 1994, and $14.4 million in 1995 was
paid to such bondholders and has been offset against lease expense accruals. Such payments ceased upon
termination of the Merger Plan. < ~

During 1993, 1994 and 1995, contractual lease requirements including amortization of transaction
costs under the Palo Verde Leases accounted for as operating leases amounted to approximately $83 million
annually. . :

-

Effects of Emergence from Bankruptcy

As discussed in Note A, the Company emerged from bankruptcy on February 12, 1996. The
Reorganization provides for the termination of the Palo Verde Leases and the reacquisition by the Company
of the portions of Palo Verde Units 2 and 3 underlying the leases. The Reorganization allows the lessors
to retain the amounts previously drawn under the letters of credit and the holders of bonds issued to finance
the lessors' purchase of the interests in Palo Verde were allowed an unsecured claim in the amount of $700
million in the bankruptcy proceeding. Such claim and the Company's obligations to the banks issuing the
letters of credit were settled pro rata with other unsecured claims as described in Note H. All other claims
related to the Palo Verde Leases were resolved under the Reorganization without additional payment. The
Reorganized Company continues to provide indemnification to the lessors with respect to certain tax

matters. See Note J.
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C. Rate Matters

Overview

Effect of Bankruptey on Regulation. The Bankruptcy Code provides that the Bankruptcy Court shall
confirm a plan of reorganization only if "any governmental regulatory commission with jurisdiction, after
confirmation of the plan, over the rates of the debtor has approved any rate change provided for in the plan,
or such rate change is expressly conditioned on such approval."

Texas. The rates and services of the Company in Texas municipalities are regulated by those
municipalities and in unincorporated areas by the Texas Commission. The largest municipality in the
Company's service area in Texas is the City of El Paso. The Texas Commission has exclusive appellate
jurisdiction to review municipal orders and ordinances regarding rates and services in Texas and jurisdiction
over certain activities of the Company. The Texas Commission's decisions are subject to judicial review.

New Mexico. The New Mexico Public Utility Commission (the "New Mexico Commission") has
jurisdiction over the Company's rates and services in New Mexico and jurisdiction over certain activities of
the Company, including prior approval of the issuance, assumption or guarantee of securities. The
New Mexico Commission's decisions are subject to judicial review. '

- Federal Energy Regulatory Commission. The Company is subject to regulation by the Federal Energy
Regulatory Commission (the "FERG") in certain matters, including rates for wholesale power sales,
transmission of electric power and the issuance of securities.

Department of Energy. The Department of Energy ("DOE") regulates the Company's export of power

. to the Comision Federal de Electricidad ("CFE") in Mexico pursuant to a license granted by the DOE and

a presidential permit. In addition, the DOE is authorized to assess operators of nuclear generating facilities
for a share of the costs of decommissioning the DOE uranium enrichment facilities over a period of fifteen
years. ‘ :

» ‘ "

Nuclear Regulatory Commission. The Nuclear Regulatory Commission (the "NRC") has jurisdiction over
the Company's licenses for Palo Verde, regulates the operation of nuclear generating stations to protect the
health and safety of the public from radiation hazards and conducts environmental reviews. -

- Texas Rate Matters

In January 1994, the Company filed an application with the Texas Commission requesting approval
of a Texas jurisdictional base rate increase and a determination by the Texas Commission that the
Company's reacquisition of its leased Palo Verde assets is in the public interest. In its application, the
Company further proposed to reconcile its Texas fuel costs and revenues for the period from April 1989

- through June 1993 and to decrease its fixed fuel factors (the "Texas Fuel Filing"). The various applications

and rate request were consolidated by the Texas Commission in Docket No. 12700.
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Effective July 16, 1994, the Company implemented an annual base rate increase of approximately
$25 million, under bond and subject to refund depending on the outcome of Docket No. 12700, for its Texas
jurisdiction customers. Because of uncertainty as to the final outcome of Docket No. 12700, the Company
deferred recognition of the revenues resulting from the bonded rate increase. These deferred revenues were
approximately $11.5 million in 1994 and 324— 1 million in'19935, aggregatmg approxxmately $35.6 million
as of December 31, 1995.

Kl

Rate Stipulation. Following the termination of the Merger Agreement, the Company negotiated with
the other parties to Docket No. 12700, which resulted in the Rate Stipulation, which became effective on
the Effective Date. Among other things, under the Rate Stipulation: (1) the Company will receive'a one-
time annual increase in Texas retail base rates of approximately $24.9 million; (2) the Company's base rates
for most customers in Texas will be fixed at this increased level for ten years beginning August 2, 1995 (the
"Freeze Period");(3) the City of El Paso has granted the Company a new franchise that will extend through
the Freeze Period; (4) no refunds or surcharges will be made to customers with respect to fuel"costs and-
revenues for the period from July 1993 through June 1993; (5) the Company will retain 75% during the first
five years of the Freeze Period and 50% during the remainder of the Freeze Period of (a) the revenues
generated by providing third-party transmission services and (b) profit margins from certain off-system power
sales; (6) the Company's reacquisition of the Palo Verde leased assets'is in the public interest; and (7) all
appeals of Texas Commission orders concerning the Company and all outstanding Texas Commission
dockets concerning the Company s rates will be resolved. In the event of a merger following the Effective
Date, the Signatories retain their rights to pursue a reduction in rates below the freeze level. However, such
rights are limited to urging.rate reductions based on post—merger synergy savings. '

The Agreed Order. On August 30, 1995, the Texas Commnssnon entered an Agreed-Order that
implemented certain provisions of the Rate Stipulation and set rates consistent with the Rate Stipulation.
Pursuant to the Agreed Order, the Company is allowed to retain all base rate revenues collected under
bond. Neither the Rate Stipulation nor the Agreed Order deprives the Texas regulatory authorities of their
Junsdncnon over the Company during the Freeze Period. However, the Texas Commission has determined’
in the Agreed Order that the rate freeze is in the public interest and results in just and reasonable rates.
Further, the ngnatones (other than the General Counsel, OPC and the State of Texas) have agreed not to
seek to initiate an inquiry into the reasonableness of the Company's rates during the Freeze Period and to
support the Company's entitlement to rates at the freeze level throughout the Freeze Period. The Company
believes, but cannot assure, that its cost of service will support rates at or above the freeze level throughout
the Freeze Period and therefore does not believe any attempt to reduce the Company's rates would be
successful. By its terms, the Agreed Order became effective upon the Effective Date.

Texas Fuel Filing. The Texas Commission severed the Texas Fuel Filing from Docket No. 12700 and
issued a separate final order in the Texas Fuel Filing on March 3,'1995, under Docket No. 13966. In the
Texas Fuel Filing, which reconciled fuel costs and revenues from April 1989 through June 1993, the
Company had proposed to refund to Texas jurisdictional customers approximately $16.4 million over a 12-
month period (as a credit to fuel revenue collections). The Company had proposed a decrease in its fixed
fuel factors that would have reduced future fuel revenues by approximately $14.3 million annually. . The
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Texas Commission ordered a fuel cost refund to Texas customers of approximately $13.7 million. The
Texas Commission also ordered a reduction to the Company's fixed fuel factors consistent with the
- Company's request. t ‘ '
. For the fuel reconciliation period, the Texas Commission's order allowed the Company to retain all
: margins on off-system sales to CFE. For off-system sales of contingent capacity to the Imperial Irrigation
District ("IID") during the fuel reconciliation period, the Texas Commission decided to allocate the margins
between the Company and its Texas retail customers, with seventy-five percent (75%) going to customers
and twenty-five percent (25%) going to the Company. The Texas Commission adopted the same 75/25
split for all off-system sales on a prospective basis, including CFE, IID contingent capacity and economy
energy sales. The Company has recorded fuel costs and revenues through Decembeér 31, 1995 consistent
with the methodologies of Docket No. 13966. If the provisions of the Rate Stipulation concerning fuel issues
had been implemented for 1995, fuel revenues would have been approximately $16.3 million greater. At
December 31, 1995, the total amount accrued by the Company for refund to customers under Docket
No. 13966 (which will not be refunded -because of the Rate Stipulation) was approximately $§46.1 million.

Palo Verde Performance Standards. Each Palo Verde unit is evaluated annually to determine if its three-
year rolling average capacity factor entitles the Company to a reward- or subjects it to a penalty under
performance standards established by the Texas Commission. There are five performance bands based
around a target capacity factor of 70%. The capacity factor is calculated as the ratio of actual generation
to maximum possible generation. If the capacity factor for any unit-is 35% or less, the Texas Commission
is required to initiate a proceeding to determine whether such unit should continue to be included in rate
base. The removal of Palo Verde from rate base could have a significant negatxve impact on the Company's
revenues and ﬁnancxal condition.

Aj)peals of. Pn'or Rate Matters., At December 31, 1995, there were numerous appeals at various stages
in the judicial process, some of which potentially have significant adverse outcomes to the Company.
Unresolved issues surrounding the Company's rate matters include the prudence of the Company's
investment in Palo Verde; the appropriateness of deferral of costs, primarily related to Palo Verde, for
recovery in subsequent periods through phase-in and rate moderation arrangements; the treatment of the
Palo Verde Leases; the recovery of fuel costs; and the ratemaking treatment of federal income taxes.
Pursuant to the Rate Stipulation, all appeals relating to Texas Commission orders concerning the Company
and all outstanding dockets concerning the Company's rates either have been or will be resolved without
adjustment of rates previously charged.

New Mexico Rate Matters

Base rates in New Mexico were established in prior proceedings and have not increased since
February 1990. The Company does not currently have any agreement with New Mexico regulatory
authorities or parties to New Mexico regulatory proceedings comparable to the Rate Stipulation. Pursuant
to New Mexico law, certain interested parties may challenge the Company's rates in New Mexico and, in
such a proceeding, such parties might assert that Palo Verde Unit 2 should be revalued downward for rate
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making purposes as a result of the Reorganization. In addition, the New Mexico Commission mlght assert
that it is within its discretion to value the Company's property for rate making purposes utilizing a
methodology that results in decreased rates for New Mexico retail customers. Consequently, there can be
no .assurance that the Company will contmue to be able to charge its current rates m New Mexico.

A 1987 New Mexico rate stipulation required that, in lieu of a prudence review of the Company's
participation in the Palo Verde project, all costs associated with Palo Verde Unit 3, and the associated
common plant, would be permanently excluded from New Mexico rates. The Company must recover the
New Mexico jurisdictional portion of the Company's investment in Unit 3 through off-system sales primarily
in the economy energy market. For several years, market prices for economy energy sales have not been
at levels sufficient to recover the New Mexico portion of the Company's current operating expenses related
to Unit 3, including decommissioning costs and lease payments. The Company expects these market prices
to remain at such levels in the near term. The Company projects, but cannot assure, that the market prices
of economy energy ultimately will rise to a level sufficient to recover the New Mexico jurisdictional portlon
of the Company s investment in Umt 3 over the remammg ltfe of the asset. :

Palo Verde Performance Standards The entire Palo’ Verde station'is evaluated annually to determine if
its achieved capacity factor entitles the Company-to a reward or subjects it to a penalty. There are five
performance bands based around a target capacity factor of 67.5%. The capacity factor is calculated as the
ratio of actual generation to maximum possible generation. Because Unit 3 is not included in the
Company's New Mexico rate base, any penalty or reward calculated on a total station basis is limited to two-
thirds of such penalty or reward. If the annual capacity factor is 35% or less, the New Mexico Commission
is required to initiate a proceeding to reconsider the rate base treatment of Palo Verde. The removal of Palo
Verde from rate base could have a significant negative impact on the Company's revenues and financial
condition.

i

Federa.l Regulatory Matters

FERC. The majority of the Companys rates for wholesale power and transmission services are
subject to regulation by the FERC. Sales of wholesale power subject to FERC regulation make up a
significant portion, approximately 12% in 1995, of the Company's operating revenues. Although rates to
wholesale customers require FERC approval, the Company and its wholesale customers generally have
established such rates through negotiation, based on certain cost of service assumptions, subject to FERC
acceptance of the negotiated rates.

« The Company has a long-term firm power sales agreement with IID providing for the sale of
100 MW of firm capacity and 50 MW of contingent capacity to IID through April 2002. The agreement
generally provides for level sales prices over the life of the agreement, which were intended to recover fully
the Company's projected costs, as well'as a return. Because of the levelized rate, such costs and return were
anticipated to exceed revenues for a number of the early years of the agreement with a reciprocal effect in
the later years of the agreement. The Company has accrued revenues, including'a return, under the terms
of the agreement in the amounts of $2.4 million, $1.2 million and $0.1 million in 1993, 1994 and 1995,
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respectively. . Such accrued amounts, which since the inception of the agreement aggregate $33.7 million
as of December 31, 1995, are recorded as a long-term contract receivable on the Company's balance sheets.
The Company has a firm power sales agreement with Texas-New Mexico Power Company ("TNP"),
- providing for sales to TINP.in the amount of 25 MW through 2002. Rate tariffs currently applicable to IID

and TINP contain fuel and purchased power cost adjustment provisions designed to recover the Company's
' fuel and purchased power costs.

" Other Wholesale Customers

. The Company has a sales agreement with CFE to provide capacity and associated energy to CFE
" over a base term that began May 1, 1991 and ends December 31, 1996. The agreement may be extended
monthly after that date upon the agreement of the parties. The power sales will be 150 MW during May
through.September and 120 MW at other times of the year through the remaining term of the agreement.
The Company also sold CFE an incremental block of 50 MW of energy from June through September 1995.
The obligations of CFE under the agreement are subject to continued budgetary authorization by the
Ministry of Programming and Budgeting of Mexico for each calendar year. Pricing for the power sales
includes an escalating capacity charge and recovery of energy costs at system-average costs plus third party
- energy charges. The agreement provides for payments to be made by CFE in United States dollars.

The Company has an égrcement to sell CFE an incremental block of 50 MW of energy on an "as
requested" basis from June 1, 1996 through September 30, 1996, which date can be extended on a month-
+ to-month basis.

Recent Ché.nges in Utility Regulation

The electric utility industry faces increasing pressure to become more competitive as legislative,
regulatory, economic and technological changes occur. Federal legislation and regulations, as well as
initiatives in various states, increasingly encourage competition in electricity generation among electric utility
and non-utility power producers. Together with increasing customer demand for lower-priced electricity
and other energy services, these measures have accelerated' the industry's movement toward more
competitive pricing and cost structures. Such competitive pressures could result in the loss of customers and
diminish the ability of an electric utility to fully recover from customers its investment in generation assets.
The Company is unable to predict the ultimate effects of such changes in the electric utility industry.

| In March 1995, the FERC issued a Notice of Proposed Rulemaking (the "NOPR"), which would

require utilities to file open access transmission tariffs, increase third-party transmission services and refined
its proposals regarding stranded investment. The NOPR generally would require that a transmitting utility
provide third parties with transmission service comparable to the service the transmitting utility provides to
~ itself and would apply to a full range of transmission services. In the NOPR, the FERC also announced that
it intends to allow utilities to recover stranded investments resulting from the open access transmission tariffs
- from former power customers who have elected to become transmission-only customers. Although it is not
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possible to predict the ultimate form of any resulting regulations, management believes that the FERC will
continue to take action to increase competition in the wholesale power markets. :
) ‘ ,‘

In addition, the Texas Commission recently adopted a rule governing wholesale transmission access
(as required by recent Texas legislation) that would require the Company to file its FERC-approved open
access transmission tariffs with the Texas Commission to cértify compliance with the Texas legislation. The
Texas Commission is also considering the extent to which utilities in Texas could incur stranded investment
and the extent to which the Texas Commission has jurisdiction to require the Company to separate its costs
and rates based on the costs associated ‘with its generation, transmission and distribution operations. The
Company cannot predict the ultimate form or impact of any resulting regulation.

Various state commissions and legislatures are examining methods to increase competition in retail
power markets, including the potential for "retail wheeling" (the required delivery of electric service for other
providers to customers on a distribution system) and allowing customers to select a power provider from a
pool of producers. The Texas Legislature considered, but did not enact, proposals to permit limited retail
wheeling during its recent legislative session. However, the Texas Legislature directed the Texas
Commission'to prepare reports to the Texas Legislature ‘concerning (i) the scope of competition in electric
markets, the impacts of industry restructuring, and recommendations for legislation related thereto; and (ii)
the scope of potential stranded investment and procedures for allocating and recovering stranded costs. The
Texas Commission is currently conductmg mvestxgatxons and sollcmng comments concemmg such reports. .

. :

In New Mexlco, the state legislature considered retail wheeling as early as 1992 and established
committees to review the industry structure, integrated resource planning and other issues. In its session
ending in February 1996, the New Mexico Legislature concluded that neither retail wheeling nor the
restructuring of the electric power industry is in the best interests of the state or its residents at this time, but
that the industry may change in the future sufficiently to Justxfy further consideration of these alternatives.
The Legislature directed the New Mexico Commission to monitor and evaluate industry restructuring but
to take no action without a prior report to'the state legislature. The New Mexico Commission has issued
a notice of inquiry regarding competition and restructuring of the electric utility industry. *The proceedmg
is pendmg before the New Mexico Commission. The Company cannot predlct the ultimate form or impact
of any action resulting from the proceeding.

Effects of Emergence from Bankruptcy

As discussed in Note A, the Company emerged from bankruptcy on February 12, 1996. Upon
emergence from bankruptcy, the Agreed Order became effective and has become a final order. The
increase in Texas base rates was implemented and the revenues collected by the Company, under bond and
subject to refund, were retained by the Company. The Company's Texas fuel costs and revenues will be
deemed reconciled for the penod from July 1993 through June 1995 without refund to customers, and
changes in the sharing of margins on off-system sales and revenues from third-party transmission services
have been implemented, both of which resulted in reductions'in liabilities accrued by the Company for such
refunds and sharing. The Texas performance standards for Palo Verde were modified to provide that Palo
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Verde rate base will not be reduced unless the capacity factor, as measured on a station basis for any
consecutive 24-month period, shall fall below 35%. All appeals of Texas Commission orders concerning
the Company and all outstanding dockets concerning the Company's rates either have been or will be
resolved without adjustments of rates previously charged. , Sl

D. Snmmary of ngmficant Accountxng Policies . .

General. The Company is a public utility engaged in the generatlon, transmission and dnsmbunon
of electricity in an area of approximately 10,000 square miles in west Texas and southern New Mexico. As
of December 31, 1995, the Company served approximately 274,000 residential, commercial, industrial and
wholesale customers. The Company distributes electricity to retail customers principally in El Paso, Texas
and Las Cruces, New Mexico. The Company also serves wholesale customers in Texas, New Mexico,
California and Juarez, Mexico.

s The preparation of financial statements in conformity with general accepted accounting principles

- requires management to make estimates and assumptions that affect the reported amounts of assets and

liabilities,and disclosure of contingent assets and liabilities at the date of the financial statements and the

reported amounts of revenues and expenses during the reporting period. Actual results could differ from
those estimates. A

The Company maintains its accounts in accordance with the Uniform System of Accounts prescribed
for electric utilities by the FERC. The Company, prior to December 31, 1991, reported its regulated utility
operations pursuant to SFAS No. 71. As more fully discussed in Note A, the Company discontinued the
application of SFAS No. 71 as of December 31, 1991. The Company has accounted for all transactions
related to the reorganization proceedings in accordance with SOP 90-7.

Utility Plant. Utility plant is stated at original cost, less regulatory disallowances. Costs include labor,
material, construction overheads, and allowance for funds used during construction ("AFUDC") or
capitalized interest (see Capitalized Interest below). Depreciation is provided on a straight-line basis at
annual rates which will amortize the undepreciated. cost of depreciable property over the estimated
remaining service lives which range from 3 years to 49 years. Palo Verde is being amortized on a
straight-line basis over approximately 40 years.

The Company charges the cost of repairs and minor replacements to the appropnate operating
expense accounts and capitalizes the cost of renewals and betterments. Gains or losses resulting from
retirements or other dispositions of operating property in the normal course of business are credited or
charged to the accumulated provision for depreciation.

The Company accrues a liability for the estimated decommissioning costs for the Company's interest
in Palo Verde over the estimated service life for the portion of its owned interest and over, the term of the
related leases for the portions sold and leased back. Decommissioning costs are charged to depreciation
expense in the statement of operations. :
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-The cost of nuclear fuel is amortized to fuel expense on a unit-of-production basis. A provision for
spent fuel disposal costs is charged to expense based on requirements of the DOE for disposal cost of
one-tenth of one cent on each kilowatt hour generated.

Capitalized Interest. As a result of discontinuation of the application of SFAS No. 71, the Company
discontinued accruing AFUDC in 1992. In place of AFUDC, the Company capitalizes to construction work
in progress ("CWIP") and nuclear fuel in process interest cost calculated in accordance with SFAS No. 34,
"Capitalization of Interest Cost," and SOP 90-7.

Cash and Cash qutwalentf All temporary cash i investments thh an ongmal matunty of three months’
or less are consndered cash equwa]ents - .

Investments. The Company adopted SFAS No. 115, "Accounting for Certain Investments in Debt
and Equity Securities," at January 1, 1994, which requires marketable securities:to be valued at market
value. The Company's marketable securities, included in deferred charges and other assets in the balance
sheets, consist primarily of municipal bonds in trust funds established for decommissioning of its interest in .
Palo Verde which have a fair market value of approximately $26.2 million at December 31, 1995. Such
marketable securities are classified as "available-for-sale" securities as defined by SFAS No. 115 with the,
difference between cost and market value shown as a separate component of capitalization.

Inventories. Inventories, primarily parts, materials and supplies, are stated at average cost.
Operating Revenues. The Company accrues base revenues for services rendered but unbilled.
- The regulations of the Texas Commission, New Mexico Commission and FERC and the agreements
with individual customers generally provide for fuel and purchased and interchanged power expenses to be

recovered from customers. Fuel revenues reflect the Company's estimate of recoverable fuel and purchased
and interchanged power expenses net of a percentage of (i) profit margins from certain off-system sales and

(ii) revenues from third party transmission services, which are credited to customers. Economy sales relate

to spot market sales and are included in fuel revenues. Base revenues refers to the Company's revenues from
the sale of electricity excluding such fuel costs.

Federal Income Taxes and Investment Tax Credits. Effective January 1, 1993, the, Company began
accounting for federal income taxes under SFAS No. 109, which requires the asset and liability method of
accounting for income taxes. Under the asset and liability method, deferred income taxes are recognized
for the estimated future tax consequences of ""temporary differences" by applying enacted statutory tax rates
for each taxable jurisdiction applicable to future years to differences between the financial statement carrying
amounts and the tax bases of existing assets and liabilities. SFAS No. 109 requires the Company to record
a valuation allowance to reduce its deferred tax assets to the extent it is more likely than not that such
deferred tax assets will not be realized. SFAS No. 109 recognizes the effect on deferred tax assets and
liabilities of a change in tax rate in income in the period that includes the enactment date. Prior to 1993,

in accordance with Accounting Principles Board Opinion No. 11 ("APB Opinion No. 11"), the Company
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used the deferred method of accounting for income taxes. The Corﬂpany recognized the effect of a change
in accountmg principle for the adoption of SFAS No. 109 in 1993 'by a 896 mnlhon charge to results of
: operations in 1993.

Investment tax credit ("ITC") generated by the Company is deferred and amortized to income over
the estimated remaining useful lives of the property that generated the credit. o

Benefit Plans. See Note L for accounting policies regarding the Company's retirement plans and
postretirement benefits. '

Reclassifications. Certain amounts in the financial statements for 1994 and 1993 have been rcclassiﬁca
to conform with the 1995 presentation.

»

Eﬁ'ects of Emergence from Bankruptcy

As dlscussed in Note A, the Company emcrged from bankruptcy on February 12, 1996. The
Company anticipates that the accounting policies used prior to emergence from bankruptcy will generally
continue to be used thereafter. However, certain modifications.to the application of the above described
accounting policies will be made. Upon emergence from bankruptcy, utility plant will be valued at the
amount determined pursuant to fresh-start reporting and will be based upon the Company's estimate of the
- plant's replacement cost less depreciation. Depreciation will be based on the results of a depreciation study
to be conducted by the Company and will be provided over the remaining lives of the assets. In the
application of fresh-start reporting, the .Company will record its estimated obligation for the
decommissioning of its interest in Palo Verde at the present value of estimates of future cash flows for
decommissioning expenditures. In addition, interest will be accrued on the estimated decommissioning
liability. Deferred ITC will be eliminated in the application of fresh-start reporting.and, therefore, will not
be amortized. Debt issuance costs will Be amortized over the life of the related debt using the interest
method :

E. Pald Verde and Other Jointly Owned Utility Plant

The Company has a 15.8% undivided interest in the three 1,270 MW nuclear generating units at
Palo Verde in which six other utilities (collectively, the "Palo Verde Participants") have interests, including
Arizona Public Service Company ("APS"), who is the operating agent of Palo Verde. The operation of Palo
Verde and the relationship among the Palo Verde Participants is governed by the ANPP Participation
Agreement. Other jointly owned utility plant includes a 7% undivided interest in Units 4 and 5 of the Four
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Corners Project ("Four Corners") and certain other transmission facilities. A summary of the Company's
investment in jointly owned utility plant, excluding fuel, is as follows:

Electric Plant Accumulated Construction Work
in Servic Depreciation in Progress

(In thousands)

December 31, 1994:

Palo Verde Station ...... $ 940,279 $ (131,737) $ 12,121

Other ................ 135,178 (54,307) 1,050
December 31, 1995:

Palo Verde Station ...... $ 952,310 8 (155,749) $ 10,653 -

Other ....cceovvvennnn 135,400 (59,398) 1,661

The Company's investment, at cost, in Palo Verde in the amount of approximately $963 million at
December 31, 1995, excludes amounts related to the Company's investment in Palo Verde which was sold
and leased back during 1986 and 1987 and for which the related leases were accounted for as operating
leases. See Note B for information regarding such transactions and the reacquisition of the leased portions.
The Company's share of direct expenses of operating jointly owned plant is included in the corresponding
operating expense captions on the statement of operations.

Pursuant to the ANPP Participation Agreement, the Palo Verde Participants share costs and
generating entitlements in the same proportion as their percentage interests in the generating units and each -
Palo Verde Participant is required to fund its proportionate share of operation and maintenanceé; capital and
fuel costs. The Company's total monthly share of these costs is approximately $7.3 million. The ANPP
Participation Agreement provides that if a participant fails to meet its payment obligations, each
non-defaulting participant shall pay its proportionate share of the payments owed by the defaulting
participant.

Decommissioning. The Company is accruing its estimated decommissioning obligation over the
remaining service life (approximately 40 years) for the portion of its owned interest in Palo Verde and over
the term of the related leases (27 to 29) years for the portions of Palo Verde that were sold and leased back.
The Company's depreciation expense includes approximately $7.5 million per year for the estimated future
decommissioning costs of Palo Verde based on decommissioning studies performed for the Company by an
outside engineering firm. The above amount reflects studies implemented in September 1993 and
December 1995. As of December 31, 1995, the Company has accrued a hablllty of approxnmately
$47.2 million for its estimated decommnssxonmg costs. .

In Dcccmber 1995, the Palo Verde Participants approved a study by an outside engineering firm of

the cost of decommissioning Palo Verde. The 1995 study determined that the Company will have to fund
approximately $229 million (stated in 1995 dollars) to cover its share of such costs. The 1995 study assumes
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~ that (i) maintenance expense for spent fuel storage will be incurred for ten years after the shutdown of the
- last unit (esnmated to be in 2024) rather than the approximately 30 years utilized in a 1993 study; (i) a
national interim spent fuel storage facility will be available, and (iii) as a result of such national spent fuel
storage facility, the amount of spent fuel stored on-site is reduced from all spent fuel assemblies to the final
core plus fuel assemblies from approximately three refuelings.

Cost estimates for decommissioning have increased with each study conducted. The 1995 cost
" estimate is comparable to the cost estimate from a 1993 study, which determined that the Company would
~ have to fund approximately $221 million (stated in 1993 dollars), however, the 1993 study was based on
~ different assumptions primarily related to the decommissioning of spent fuel. The 1993 cost estimate
included an estimated cost to decommission on-site spent fuel storage facilities of approximately $50 million
while the 1995 study includes an estimated cost of approximately $13 million related to spent fuel. The
1993 study assumed that (i) decommissioning would take place from 2024 through 2035 for the production
" units; (i) maintenance expense for spent fuel storage would be incurred from 2035 through 2067; and (jii)
decommissioning of the spent fuel storage facilities would occur in 2067. The 1993 estimate reflected an
84% increase from the previous estimate made in 1989, primarily due to an increase in the estimated costs
. associated with the permanent burial of low-level radioactive waste due to the uncertainty surroundmg the
~ availability and cost of low-level radioactive waste repositories, as discussed below. :
Although the 1995 study is based on the latest available information, there can be no assurance that
- decommissioning costs will not continue to increase in the future or that applicable regulatory requirements
will not change. In addition, until a new low-level radioactive waste repository opens and operates for a
number of years, estimates of the cost to dispose of low-level radioactive waste may increase significantly.
APS has recently begun to consider thie possibility that a water reclamation facility, evaporation ponds and
related facilities may have to be decommissioned. This potential requirement was not part of the 1995
study, but will be addressed by the Palo Verde Participants in evaluating the decommissioning funding levels
in 1996. The Company cannot currently predict the impact of this assessment, but the liability for
decommissioning and future decommissioning expense could both increase as a result. ‘

The FASB has issued an exposure draft of a proposed accounting standard entitled "Accounting for
Certain Liabilities Related to Closure or Removal of Long-Lived Assets" which would encompass obligations
related to the decommissioning of nuclear power plants. The proposed standard, if adopted, would change
the current practice of accruing the decommissioning liability over the plant's useful life and require that the
present value of the estimated total decommissioning costs be recorded as a liability in the financial
statements. As of December 31, 1995, the present value of the estimated future expendltures for
decommissioning, based upon the 1995 study, would be approximately $84.5 million assuming an inflation
“rate of 3% and a discount rate of 6%. In the application of fresh-start reporting upon the emergence from
bankruptcy, the Company antlcnpates it will reflect the estimated obligation for decommissioning of Palo
Verde in a manner which is substantially consistent with the FASB's current position on this project.
Changes in the estimate of the cost to decommission Palo Verde, have been, and could continue to be,
material. Any subsequent increases in such estimates will be reflected as additional decommissioning liability
and expensed over the estimated remaining useful life of Palo Verde.
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The rate freeze under the Rate' Stipulation would preclude the Company from seeking a rate
increase in Texas during the Freeze Period to recover increases in decommnssnonmg costs. 'Additionally,
there can be no assurance that the Company’ could increase its rates in any of its other Junsdlctxons to
recover such increased costs. :

) 4 : v

The Company has established external trusts with independent trustees, whlch enable the Company
to record a current deduction for federal income tax purposes of a portion of amounts funded. As of
December 31, 1995, the aggregate balance of the trust funds was approximately $26.2 million, which is
reflected in the' Company's balance sheets in deferred charges and other assets. -

An industry-wide assessment has been made for decontamination of the DOE's enrichment facilities.
The total amount of this assessment has not yet been finalized; however, APS estimates that the annual
-assessment for Palo Verde will be approximately $3.0 million, plus increases for inflation, for the next fifteen
years. The Company has accrued $7.2 million which represents its portion of the estimated assessment.

Steam Generators. Palo Verde has experienced degradat:on in the steam generator tubes of each unit.
The degradation includes axial tube cracking in the upper regions of the two steam generators in Unit 2 and,
to a lesser degree, in Units 1 and 3. This form of tube degradation is not common in the nuclear industry.
The units also have experienced circumferential cracking at the tube sheet, a more common type. of tube
cracking. The axial tube cracking was discovered followmg a steam generator tube rupture in' Unit 2 in
March 1993. Since that time, APS has undertaken an ongoing investigation and analysis and has performed
corrective actions designed to mitigate further degradation. Corrective actions have included changes in
operational procedures designed to lower the operating temperatures of the units, chemical cleaning and -
the implementation of other technical improvements. APS has stated that it believes its remedial actions
have slowed the rate of tube degradation. -

Each of the Palo Vérde units has been inspected periodically during regularly scheduled refueling
outages and mid-cycle'inspection outages. When tube cracks are detected during an inspection, the affected
tubes are taken out of service by plugging, which impairs the performance of a unit if sufficient numbers of
steam generator tubes are affected. The output from the Units have been reduced slightly due to the tube
plugging and operating modifications.

o

The projected service lives of the Units' steam generators are reassessed by APS periodically in
conjunction with inspections made during outages of the Palo Verde units. In August 1995,-APS announced
that its ongoing analyses indicate that it will be economically desirable for APS to replace the Unit 2 steam
generators, which have been the most affected by tube cracking, in five to ten years. APS further stated that
it expects réplacement of the steam generators would be performed in conjunction with a normal refueling
outage to limit incremental outage time. APS also has stated that, based on the latest available data, it
estimates that the steam generators in Units 1 and 3 should operate for their designated life’ of 40 years (to
2025 and 2027, respectwely) APS wxll*contmue to assess these steam generators penodlcally
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Steam generator replacement could be done through new steam generators manufactured for
* Palo Verde.or through the purchase of existing steam generators that are compatible with Palo Verde's
. design. Replacement of the steam generators would require the unanimous approval of the Palo Verde
Participants. The Company has not yet completed its analysis of the economic feasibility of steam generator
replacement as compared to other options that may be available in connection with the operation of Unit 2
and cannot predict whether it or other Palo Verde Participants will agree to replace the Unit 2 steam
generators. The Company expects that if the steam generators in Unit 2 are replaced, most of such costs
would be incurred between 2000 and 2005. The total costs associated with replacement of the Unit 2 steam
~ generators, including replacement power costs, could be significant, the Company's portion of which is
currently estimated not to exceed $30 million.

The rate freeze under the Rate Stipulation would preclude the Company from seeking a rate
increase in Texas during the Freeze Period to recover capital costs associated with such replacement. Itis
uncertain whether the costs associated with replacing the Unit 2 steam generators would be approved by
the New Mexico Commission and included in the Company's rate base in New Mexico.

Liability and Insurance Matters. “The Palo Verde Participants have public hablhty insurance against
nuclear energy hazards to the full limit of llablllty under federal law in the form of primary liability insurance
provided by commercial insurance carriers in the amount of $200 million, with the balance being provided
by an industry-wide retrospective assessment program, pursuant to which industry participants would be
required to pay an assessment to cover any loss in excess of $200 million. The maximum assessment per
reactor for each nuclear incident is.approximately $79.2 million, subject to an annual limit of $10 million
per incident. Based upon the Company's 15.8% interest in Palo Verde, the Company's maximum potential
assessment per incident is approximately $37.6 million, with an annual payment limitation of approximately
$4.7 million. ‘

The Palo Verde Participants maintain "all risk" (including nuclear hazards) insurance for property
damage to, and decontamination of, property at Palo Verde in the aggregate.amount of $2.7 billion, a
substantial portion of which must first be applied to stabilization.and decontamination. Finally, the
Company has obtained insurance against a portion of any increased cost of generation or purchased power
which may result from the accidental outage of any of the three Palo Verde Units if the outage exceeds
21 weeks. ‘

4

Effects of Emergence from Bankruptcy |

As discussed in Note A, the Company emerged from bankruptcy on February 12, 1996. Upon
emergence the Reorganized Company reacquired the portions of Palo Verde which were subject to the Palo
Verde Leases and the leases were terminated. Under fresh-start reporting, all of the Company's interest in
Palo Verde, including the reacquired portion, will be valued at an amount based on the replacement cost
less depreciation of such interest. The reacquisition has no effect on the Company's obligations with respect
to Palo Verde operating costs. In the application of fresh-start reporting, the Company anticipates recording
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its obligation for the decommissioning of its interest in Palo Verde at the present value of estimated future
cash flows for decommlssmnmg expenditures. : '

F. . Common Stock -

The Company has not paid dividends on its common stock since ' March 1989 Resumption of
dividends on common stock will depend on authorization by the Company's Board of Directors and the
availability of sufficient earnings or retained earnings as defined in applicable provisions of state law and the
Federal Power Act. ~

Employee Stock Purchase Plan The Company had an employee stock purchase plan under which
eligible employees were granted options twice each year to purchase shares of common stock. This
employee benefit plan termmatedjune 30 1994. : ¢

Emphp»ee Stock Compensation Plan The Company s employee stock compensatwn plan isa broad-based
plan under which shares of Company common stock were issued from time to time to eligible employees
Under the plan, the Board's Compensation/Benefits Committee could direct the issuance from time to time
of Company common stock to compensate employees for past services rendered to the Company or to pay
for various employee benefits with common stock rather than with cash. Market value of shares issued
would be chargccl to expense. No shares were issued under the plan durmg 1993 through 1995.

Emj)l(p’ee Stock Option Plan. The Company's Employee Stock Option Plan authorized the issuance of
up‘to 3,000,000 shares of common stock pursuant to options which may be granted at not less than fair
market value. At December'31, 1995, options were outstanding for the purchase of 2,058,881 shares of
common stock at exercise prices ranging from $2.50 to $8.88 per share, of which options for 1 089 075 were
exercisable. No options were exercxsed in 1993 through 1995. - ‘

* Shares of common stock reserved for issuance under described stock benefit plans were 3,116,680
at'December 31, 1995.

L

Changes in common stock are as follows:

Common Stock
Shares Amount
(In thousands)

Balance December 31,1992 ................... 35,534,963 § 339,078
Issuances of Common Stock:
1993 it i i ittt 9,367 19
1994 ..ttt i i i i it e - -
1 . T - -
Balance December 31,1995 ...........ccoov.... 35,544,330 §__339,097
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Effects of Emergence from Bankruptcy

As discussed in Note A, the Company emerged from bankruptcy on February 12, 1996. Upon
emergence from bankruptcy, all of the Company's existing common stock was canceled. The holders of the
existing: common stock received 3% of the common stock (approximately 1.8 million shares) of the
Reorganized Company in satisfaction of their claims. In addition, such record holders of the common stock
will share with holders of the former preferred stock in the first $20 million of proceeds, if any, from certain
litigation against CSW. See Note K. All of the outstanding stock options were canceled and the Company's
existing stock plans were terminated. Under the Reorganization approximately 60 million shares of new
common stock were issued. The financing documents executed upon emergence from bankruptcy provide
- that (i) unless the bonds of the longest maturity have received a rating of "investment grade", the
Reorganized Company may only pay cash dividends on its common stock to the extent of (a) $10 million
plus (b) 50% of the amount of its net income less dividends on preferred stock; and (ji) the aggregate of
dividends on common stock through February 12, 1999 cannot exceed $15 million.

G. ‘Preferred Stock‘ . .

The Board of Directors voted to suspend payment of dividends and:mandatory sinking fund
payments on the Company's outstanding cumulative preferred stock commencing with dividends and sinking
fund payments due October 1, 1991. The Company accrued dividends on and increased the balance of
preferred stock, rcdemphon,rcqunred with an offsetting decrease to retained earnings for the last two
quarters of 1991. No such dividends have been accrued on preferred stock, redemption not required.
Because of the bankruptgy filing, the Company, beginning with the first quarter of 1992, ceased accruing
any dividends on preferred stock and eliminated the deduction of preferred stock dividend requirements
from the determination of net loss and net loss per weighted average share of common stock outstanding.
However, in connection with the confirmation of the Merger Plan, the Bankruptcy Court authorized the
Company to make interim payments to preferred stockholders. Approximately $1.4 million, $4.4 million
and $1.5 million of such payments were made in 1993, 1994 and 1995, respectively. -Such payments ceased
upon termination of the Merger Plan.
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Preferred Stock, Redemption Required. Following is a summary of issued and outstanding preferred stock,
redemption required and a summary of cumulative per share dividends in arrears and cumulative dividends
in arrears of issued and outstanding preferred stock, as of December 31, 1995, calculated accordmg to the
terms of the preferred stock:

Cumulative Cumulative
Per Share  Dividends
_S__a:ss_ _Amount . Dividends " .inArrears

| «(In thousands) . (In thousands)

$ 10.75 Dividend ... e 52,000 $ 5,200 8 48.38 § 2,516

$ 844Dividend ........... 97,600 9,760 37.98. 3,707

$ 8.95Dividend ........... 90,000 9,000 40.28 3,625

$ 10.125 Dividend ........... 100,000 10,000 . 45.56 4,556

$11.375 Dividend ........... 300,000 __ 30000 51.19 15,356

, 630600 . 63,960 § 29760
Accrued dividends in arrears ...... ___3.306
.Lél&ﬁé

At December 31; 1995 the total arrearage of mandatory smkmg fund payments on preferred stock,
redemption required is $48.4 million. .

Preferred Stock,. Redemption not Required. Following is a summary of preferred stock issued and
outstanding at December 31, 1995 which is not redeemable except at the option of the Company:

Shares Amount
(In thousands)
§ 4.50 Dividend ........... 15000 § 1,534
$ 4.12Dividend ........... 15,000 1,506
$ 4.72Dividend ........... 20,000 2,001
$ 4.56Dividend ........... 40,000 4,000
. 8 82Dividend ........:.. __52450 __ 5.157
Total cumulative dmdends in arrears on preferred stock, redemption not requlred is approxnmately

$3.8 million.
Effects of Emergence from Bankruptcy

As discussed in Note A, the Company .emerged from bankruptcy on February 12, 1996. Upon
emergence from bankruptcy, all of the Company's existing preferred stock and obligations with respect to
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dividends thereon were, canceled. The holders of the existing preferred stock received 12% of the common
stock (approxxmately 7.2 million shares) of the Reorganized Company in satisfaction of their claims. In
addition, such record holders of the preferred stock will share with holders of the former common stock in
the first $20 million of proceeds, if any, from certain litigation against CSW. See Note K.

In connection with the emergence from bankruptcy, the Reorganized Company issued $100 million
of new preferred stock. The new preferred stock has a liquidation preference of $100 per share, has no
sinking fund requirements and must be redeemed by the Reorganized Company in 2008. The new
preferred stock has an annual dlvxdend rate of 11 .40%, which is to be paid through the issuance of additional
shares of preferred stock for the first three years and in cash thereafter.

H. Obligations Subject to Compromxse ‘

Under the Bankruptcy Code, certain claims against the Company in existence prior to the Petition
Date were stayed, subject to their treatment in reorgamzanon Additional claims, also subject to
compromise, arose subsequent to the Petition Date as a result of rejection of executory contracts, including
the leases related to Palo Verde and other leases, and from the determination by the Bankruptcy Court (or
"as may be agreed to by parties in interest) of allowed claims for contingencies and other disputed amounts.
In accordance with SOP 90-7, claims are reflected at amounts expected to be allowed by the Bankruptcy
Court in'the December 31, 1994— and 1995 balance sheets as "Obligations Subject to Compromise," which
amounts differ substantially from the settled amounts. See Note B with respect to treatment of obligations
under the Palo Verde Leases.

In late December 1991, the Company ceased paying principal; interest and fees on portions of its
secured and unsecured debt except as described below. As a result, all of the Company's debt went into
default. As a result of the automatic stay imposed by the provisions of the Bankruptcy Code, such creditors
generally were prevented from taking any action to collect such amounts or pursue any remedies against the
Company other than through the Bankruptcy Case.

In accordance with SOP 90-7; the Company accrued interest, at contractual non-default rates, on
debt secured by first or second mortgages to the extent that the value.of underlying collateral exceeds the
principal amount of first and second mortgage bonds. Since the Petition Date, the Bankruptcy Court has
issued various orders authorizing payment of interest accruing since July 1, 1992 to certain secured creditors.
The Company paid approximately $32.5 million, $64.7 million, $67.7 mllhon and $72.4 million for 1992,
1993, 1994 and 1995, respectively, in interest on first and second mortgage bonds of the Company for the
period of July 1, 1992 through December 31, 1995, including those bonds held as security for the Company's
revolving credxt facility, described below, and interest on three series of pollution control bonds.

Contractual non-default interest expense on unsecured and undersecured debt was approximately
$41.1 million, $41.8 million, $45.7 million and $52.0 million for the years ended December 31, 1992, 1993,
1994 and 1995, respectively, and was not accrued by the Company. However, in connection with the
confirmation of the Merger Plan, the Bankruptcy Court authorized the Company to make i interim payments
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to unsecured and undersecured creditors ec;uivalent to interest on their claims. Approximately $10.2 million
in 1993, $24.8 million in 1994, and $14.5 million in 1995 was paid and charged to interest expense

applicable to such creditors. Such interim payments ceased upon termination of the Merger Plan.

As of December 31, 1995, approximately $163.5 million remained due on contractual minimum
annual principal reduction requirements for 1992, 1993, 1994 and 1995.
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L
The followmg isa summary of oblxgatxons sub_]ect to compromlse o i
. ‘ —:December31,
S - 1994 1995
(In thousands)

First Mort ge Bonds (1):

45/8% ga eries, issued 1962, due 1992 ... .. ittt ittt et i e iae $ 10,385 $ 10,385
6 3/4% Series, issued 1968 due 1998 ......... freeieiteriieeieteiata it reanaas 24,800 24,800
7 3/4% Series, issued 1971, due 2001 ... .ottt it i i ettt it 15,838 15,838
9% Series, issued 1974, due 2004 ....... . ittt it it et taaaena 20,000 20,000
10 1/2% Series, issued 1975, due 2005 ......civiirirersrrotnsnecsersnecncnnnnn 15,000 15,000
8 1/2% Series, issued 1977, due 2007 ....civiininenrennrssanasarnscnsssscasass 25,000 25,000
9.95% Series, issued 1979, due 2004 ... . ittt i it et 17,559 17,559
13 1/4% Series, issued 1984, due 1994 ... .. ittt iiiiittinirerecrsersncsninnes 17, 700 17,700
"~ 11.10% Series, issued 1990, due 2001 ........ciiiiiiiiiiiiiiiii ettt _j_i&.QD_Q _L"zﬁ,QOQ
| 290282 299,082

‘Second Mortgage Bonds (2):
11.58% Series, issued 1990, due 1997 ... iiiiiiiiiiiiiiinrtsrnranesrnssaanns 35,000 35,000
12.63% Series, issued 1990, due 2005 .......cciiiviiiiiieiiirtiittan e arrons 105,000 105,000
12.02% Series, issued 1991, due 1999 ... it iiiiiiiiiiriencnsrriiarenennnans —25,000

Revolving credit facility secured by First and Second Mortgage Bonds, due 1992 (8) ...... 150,000 _ 150,000
Pollution Control Bonds (4):

Secured by Second Mortgage Bonds:
Variable rate bonds, due 2014, net of $1,781,000 and $1,844,000,

o e :
\
1

respectively, on deposit WD LFUSEEE « » - o e e e eeeemmmeee e eeeeesereeeeenenn 61,719 61,656 °
Variable rate refunding bonds, due 2014 ...........ooiiiiiiiiiiiiiiiinn, 37,100 37,100
Variable rate refunding bonds, due 2015 ..........ccooiiiiiiiiiiiiin i, 599235 ___ 59235

— 158,054 _ 157,99]

Nuclear fuel financing (5) ... ......... peaenas M eeecaeesteesesartstensaassasees 60,620 60,620
“Accruedinterest (6) . ... ..iiiiiiii ittt it ettt et s 46,300 47,372
[ 1] 75 e 9,757 9,757
Total secureddebt ...........ivvunnn S 889,013 __ 890022
Notes payable tobanks (7) . cciiiiriiii it i i it e it e e 288,416 288,416
Pollution control bonds, variable rate, refunding bonds, due2013(4) ......vvvnnnnnnn 33,300 33,300
Promissory note due 1992(8) . ... ...ciiieiiiiie i 25,000 25,000
Financing obligation Palo Verde Unit 2 (9) .. c..oooiiriieiiiiiiiininiaaas, 79,186 79,186
Accrued operating lease cost, Palo Verde Unit2and3(Note B) ...................... 177,613 246,006
Capitalized lease obligation, Copper Turbine (10) .........coviiiiiiiiiiiiiaat, 8,106 7,056
. Prepétition accrued INterest . ..ovveeiieteiiintiieeteneriatiettiiatisititntanans 4,837 4,837
Other .....covvivenennnnnnn. e et eeaesaeeses et acertenanttastetannons — 31832 ___ 34268

Total unsecured debt ..... ot e s ea e e tecetententaetansasattaanatannenereroas —..648,200 718,069




EL PASO ELECTRIC COMPANY
(DEBTOR IN POSSESSION AS OF JANUARY 8,'1992—Note Ay

NOTES TO FINANCIAL STATEMENTS'

1

2

(3)

(4)

First Mortgage Bonds ’ S
The First Mortgage Bonds are secured by substantially all of the Company's utility plant. The First
Mortgage Indenture provides for sinking and improvement funds, which were not met since the
Petition Date.

" Second Mortgage Bonds C e

The Second Mortgage Bonds are secured by substantially all of the Company's utility plant. The
Second Mortgage Indenture provides for sinking funds which have not been met since the Petition
Date.

Revolving Credit Facility :
The Company has a total of $150 million of debt outstanding under a revolving credit facility (the
"RCF"). The RCF, which originally involved a syndicate of money center banks, provided for
substantially all of the Company's short-term borrowing prior to the Petition Date. The RCF
became due and payable on January 9, 1992. The RCF is secured by $50 million of First Mortgage
Bonds and $100 million of Second Mortgage Bonds. Interest on the RCF is calculated at the
non-default contract rate, which is the administrating bank's current quoted prime rate plus 1%.
Such interest rate at' December 31, 1995 was 9.5%. .

B!

Pollution Control Bonds
The Company has approximately $193.1 million of tax exempt Pollution Control Bonds outstanding
consisting of four issues, of which three issues aggregating $159.8 million aré secured by Second
Mortgage Bonds. Each of the tax exempt issues is credit enhanced by a letter of credit. Prior to the
Petition Date, interest and other payments on the Pollution Control Bonds were made through draws
on the letters of credit, and the Company reimbursed the letter of credit banks for such draws.
Subsequent to the petition filing, interest on all the bonds has continued to be paid by draws on the
letters of credit. The Company has paid a portion of the resulting reimbursement obligations to the
issuing banks on three Pollution Control Bond issues through interest payments authorized by
applicable orders of the Bankruptcy Court. . o

.
t

Nuclear Fuel Financing C

The Company entered into a’ nuclear fuel purchase contract with-a third party grantor trust,
Rio Grande Resources Trust ("RGRT"), established for the sole purpose of financing the purchase

" " and enrichment of nuclear fuel for use by the Company at Palo Verde. The aggregate investment

of RGRT is reflected on the Company's books at December 31, 1995. Prior to the Petition Date,
the trust generally financed nuclear fuel and all costs in connection with the acquisition of the
Company's share of nuclear fuel for use at Palo Verde up to $125 million pursuant to a borrowing
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facility (contractual interest rate of 9.52% at December 31, 1995) that is supported by a letter of
credit facility. No principal payments have been made to the trust because of the Company's
Bankruptcy Case. Since the Petition Date, the Company has not sought to finance its fuel costs from
the trust, but has instead paid for nuclear fuel with its own funds.

Accrued Interest

The amount of accrued interest includes approximately $11.3 million of prepetition interest. The
remaining amount represents unpaid postpetition interest, primarily from January 9, 1992 through
June 30, 1992.

Noltes'v Payable to Banks

4

The amount represents the aggregate amount of draws on letters of credit supporting the sales and
leasebacks of Palo Verde Units 2 and 3. See discussion of letters of credit draws at Note B.

Promissory Note

)

"The unseci;redmnote dqé 1952 has a ﬂoﬁtiﬁg rate which was é.50°/o’5.t‘Dec’en{ber 31,.1995.
Financing Obligation, Palo Verde Unit2

In December 1986, the Company entered into a financing obligation i)umuant to one of the sale and
leaseback transactions involving Palo Verde Unit 2. See Note B. Semiannual payments including
interest (using an assumed interest rate of 9.01%), which began in July 1987, are approximately
$4.2 million.

Capitalized Lease Obligation, dobpcr Turbine

In f9$0, the Company sold and leased back a turbine and certain other related equif);iiént from the

trust-lessor for a twenty-year period, with renewal options for up to seven more years. Semiannual
lease payments, including interest, which began in January 1982, were approximately $0.7 million
throughjanuary 1991, and approxnmately $0.9 million thereafter tojuly 2000. The effective annual
interest rate implicit in this lease is calculated to be 9. 6%. The Company has paid and intends to
continue to pay all postpetition lease payments on the Copper Lease.

Effects of Emergence from Bankruptcy

As discussed in Note A, the Company emerged from bankruptcy on February 12, 1996. Pursuant

to the Plan, the pollution control bonds, the Copper Turbine capitalized lease obligation and certain other
minor amounts were carried forward to the Reorganized Company. The remainder of the obligations
subJect to compromise were satisfied under the Plan through the payment of cash and the issuance of the
securities described in Note A. Secured creditors received the full amount of their claims and unsecured and
. undersecured creditors received approximately 75% (assuming a value of $5 per share for the common stock)
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of their allowed claims. While certain litigation and environmental claims carry forward to the Reorganized

Company (see Notes J and K) and the claims of the holders of the bonds reldted to the Palo Verde Leases

were allowed a $700 million claim as unsecured creditors (see Note B), all other claims were resolved in the

bankruptcy process at amounts substantially equivalent to the amounts recorded in the Company's financial
“statements.

On February 12, 1996, the Reorganized Company entered into a $100 million credit facility with
Chemical Bank that includes a portion for working capital requirements and up to $60 million for the
financing of nuclear fuel. The credit facility bears interest at a floating rate on outstanding amounts with
a commitment fee of 0.5% on the remainder of the facility and expircs on February 12, 1999. °

Future contractual minimum annual prmcxpal requirements on the debt of the Reorganized
Company are as follows (In thousands) -

mber to
1996 .....ciiiiiiiat $ 2,017
1997 ..o i - 1,272
1998 ... viiiii i 1,400
1999 .. iviiiiiiiet 169,842
2000 ........ .t 827

1. Fedes'al Inco;t'ie Taxes

Effective January 1, 1993, the Company adopted SFAS No. 109 and reported the cumulative effect
of that change; approximately $96 million, separately in the Statement of Operations for the year ended
December 31, 1993. -The charge to operations consxsted of the recogmtlon of additional tax beneﬁts and
valuatlon allowances as follows

_Egdg_r_a]_ State Total
. o : “ ., < - (In thousands)
Additional net tax benefits .: .. ...... .. $(153,232) 8§ (12,230)" $ (165, 462)
Valuation allowance .............. v.o 219246 _ 42,260 __ 261,506

Charge to operations ................ '$§_ 66014 § 30030 8 96,044
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The tax effects of temporary differences that give rise to significant portions of the deferred tax assets
and deferred tax liabilities at-December 31, 1994 and 1995, are presented below:

> M T DcccmBer(&l.

1994 1995
(In thousands)
Deferred tax assets: i o
. Letters of crcdlt Araws iveevmioan soernnsosronsenssnceanrans 8‘ 100, 946 8 100,946
~ Gain on sale and leaseback transactions ....eveveeceiarrcenenonas . 48, 920 N 46,410
" Accrued lease expense, net of interim payments (Note B) .......... T 62, 1004 85,942
. Accumulated deferred investment tax credits ... .. 0niiiienn ) 26,825 - 27,396
Capital I6ases . 0. vveeinerneastnerieneintieenengonsnaennes 24,815 ' 7 25,100
Benefits of tax loss carryforwards. .. ..o oo eiiin i ii i n e 33,670 © - 3,582
Investment tax credit carryforward ..... ...ttt 16,444 11,984
Alternative minimum tax credit carryforward....... ... eevesean 18,120 35,964
Other .oiiiiiiiieiiieesrronseresssnesens i ieerecaeannas 80525 ___100900
' Total gross deferred tax ASSELS + v v v e rauran e 412,269 ___438.224
Less valuation allowance: .
Federal......covviiiniieinnnecennnanananns e eieeaaes - (221,970) (217,509)
State ....icviiiienn i eieesieaeseaaes e eraeraeas —(39.808) ___(39,808)
Total valuation allowance ........... e eseseseereineeees _(261,778) __(257.317)
Netdeferred tax assets ...oeveeeenenseeersarsasans —150491 _180,907
Deferred tax labilities: _.
Plant, principally due to differences in depreciation and " e T
basis differences «....covveereeneairiieirienianans reaeen, * (232,000) (235,181) .
Other vocviiri it iiiiiriecnsessannsaamens eeecneeerarona —(16,597) ___(15.736)
Total gross deferred tax liabilities +.....oevvnrernernneennn. —(248,597) __(250917)
Net accumulated deferred income taxes.............. 8 (98,106) 8 __(70,010)

Upon adoptlon of SFAS No. 109, a valuation allowance was recorded for deferred tax assets which
may not be realized, including tax carryforwards that the Company may not utilize before their expiration.
- In making such computations, the Company has not assumed the occurrence of future.taxable income. The

valuation allowance increased by apprommately $4.7 million in 1993 and decreased by approximately $4.4
million in 1994 and $4.5 million in 1995.
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As discussed in Note D, the Company's income tax provision has been calculated under SFAS
No. 109. The Company recognized income taxes as follows:

— YearsEnded December 31,
1993 1994 1995
(In thousands)
Income tax expense (benefit):
Federal: . :
Current .....oovvviiierennnenn. $ 15253 § 6320 § 13,757
Deferred .......ccovvvvvniinn, (20,345) .  (20,304) (18,264)
Investment tax credit amortization . . (2.841) (2,839 (2.828)
Total ....cvvviiiiiiiiiite, 8 (7933 8 _(16822) $ (7,335
State: .
Current ........ Creeiieeaaiaes $ 3316 § 584 $ . 935
Deferred .......covvvvviiienn. (892) (364) (5.959)
Total ..ovvviiiiniienennnna., 8§ 2424 8 220 § _ (5,024).

The current federal income expense results primarily from the accrual of alternative minimum tax
("AMT"). The deferred federal income tax benefit recorded in 1993, 1994 and 1995 includes AMT credits
of approxlmately $15.3 million, $8.4 million and $18.3 million, respecnvely ITC utilization was not
recorded in 1993. For the years 1994 and 1995, ITC utilized of approximately $2.1 million and
$4.6 million, respectively, was recorded as a reduction to current tax and included as a deferred tax expense.
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Federal income tax prov151ons differ from amounts computed by applying the statutory rate of 35%
to the book loss before federal income tax as follows: P

—Years Ended December 31,
1993 1994 1995
(In thousands)
Tax benefit computed on loss before cumulative : :
effect of a change in accountmg principle at
statutory rate ...... eridiiit et $ (17,426) 8 (15,741) $§ (14,229)
(Increases) decreases in benefits due to: o
ITC amortization (net of deferréd taxes) ..... (1,846) (1,845) * (1,838)
Nondeductible reorganization costs ., ....... 11,745 3,915 5,925
Increase in income taxrate ........cc00uvns 3,403 - -
Other ...oivviviiiiiii ittt (3.809) (3.151) 2.807
Total federal income tax benefit .......... 8 (7933 $ (16822 $§ _(7,335)
Effective federal income tax benefitrate ..... —J59% ___ 374w _____18.0%

The Company had*approximately $10 million of tax net operating loss ("NOL") carryforwards,
approximately $12 million of ITC carryforwards and approximately $36 million of AMT credit
carryforwards as of December 31, 1995. The NOL carryforward has been reduced by approximately $70
million of estimated taxable income for the year ended December 31, 1995. These carryforwards could
be reduced or eliminated, or the amounts that can be utilized in any year could be limited, if events occur
such as debt forgiveness, the conversion of debt to equity or change in control of the Company. If unused,
the NOL carryforwards would expire at the end of the years 2006 through 2009, the ITC carryforwards

“ would expire in the years 2002 through 2005 and the AMT credit carryforwards have an unlimited life.

On August 10, 1993, President Clinton sxgned tax legislation which, among other provxslons,
increased the corporate income tax rate to 35% retroactive to January 1, 1993. SFAS No. 109 requires that
deferred tax liabilities and assets be adjusted in the period of enactment for the effect of an enacted change
in tax laws or rates. The Company recognized a charge to earnings of approximately $3.4 million in the
third quarter of 1993 to reflect the impact on net accumulated deferred income taxes related to such increase
in the tax rate.

The Bankruptcy Court entered an order on May 10, 1994 approving the terms of a settlement with

the Internal Revenue Service ("IRS") covering tax periods prior to 1992, pursuant to which the Company
paid approximately $6.2 million, which primarily represents interest. ‘
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Effects of Emergence from Bankruptcy .

As discussed in Note A, the Company emerged from bankruptcy on February 12, 1996. In applying
fresh-start reporting upon emergence from bankruptcy, deferred income taxes will be adjusted to reflect the
amount calculated, in accordance with SFAS No. 109, on the temporary differences between the tax and
fresh-start reporting bases of the Reorganized Company's assets and liabilities. Due to other effects of
applying fresh-start reporting, certain temporary differences existing prior to emerging from bankruptcy will
be eliminated, the amounts of others will change, and new temporary differences will arise. The Company
estimates that upon emergence from bankruptcy it will have an NOL of approximately $835 million,
including anticipated future deductions attributable to retirement of first mortgage bonds issued directly to
creditors in the Reorganization. The utilization of approximately $103 million of such NOL 'will be limited
to -approximately $22 million per year. Based on the anticipated levels of future taxable income, the
Company anticipates that no valuation allowance will be required upon emergence from bankruptcy for
federal deferred tax assets, other than to the extent of ITC carryforwards. The Company anticipates that
a valuation allowance of approximately $26 million will be required upon emergence from bankruptcy for
* state deferred tax assets. To the extent that valuation allowances established at emergence from bankruptcy
are subsequently reversed, such amounts will not be reflected in the statement of operations.

J. = Commitments and Contingencies
Sale/ Leaseback Indemnification Obligations

Pursuant to the participation agreements and leases entered into in the sale/leaseback transactions,
if the lessors incur additional tax liability or other loss as a result of federal or state tax assessments related
to the sale/leaseback transactions, the lessors may have claims against the Company for indemnification.

One of the lessors in the sale/leaseback transactions related to Unit 2 of Palo Verde has notified the
Company that the IRS has raised issues, primarily related to ITC claims by the lessor, regarding the income
tax treatment of the sale/leaseback transactions. The, Company estimates that the total amount of potential
claims for indemnification from all lessors related to the issues raised by the IRS could approximate $10
million, exclusive of any applicable interest, if the IRS prevails. This ratter is at a prehmmary stage and,
although the Company believes the lessor has meritorious defenses to the IRS' position, the Company
cannot predict the outcome of the matter or the Company's liability for any resulting claim for
indemnification. The Company does not believe it is probable that a loss has been incurred and, therefore,
has made no-provision in the accompanying financial statements related to this matter.

: . " .

Environmental Matters

The Company is subject to regulation with respect to air, soil and water quality, solid waste disposal
and other environmental matters by federal, state and local authorities. These authorities govern current
facility operations and exercise continuing jurisdiction over facility modifications. Environmental regulations
can change rapidly and are difficult to predict. The construction of new facilities is subject to standards
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imposed by environmental regulation, and substantial expenditures‘ may be required to comply with such
rcgulatxons The Company analyzes the costs of its obllgatlons arlsmg from environmental matters on an
ongoing basis and believes it has made adequate provision in its financial statements to meet such
obligations, however, additional expenses associated with compliance could have a material adverse effect
on the future operations and ﬁnancxal condition of the Company : L

PCB Treatment, Inc. In September 1994, the Company received a request to part1c1pate in the
remediation of polychlorinated biphenyls ("PCBs") at two facilities which had been operated by PCB
Treatment, Inc. ("PTI"). The Company had sent 23 shipments of PCBs or PCB-containing clectrical
equxpment to PTI, accountmg for approximately 3%, by weight, of the PCBs received by PTI. PTI has
since discontinued operatlons and the Environmental Protection Agency (the "EPA") has determined that
its abandoned facilities require prompt remediation. Based upon current information, it is apparent that
more than 1,400 entities sent PCBs to PTI. The Company is working with other parties to identify the most
efficiént framework for remediating the facilities. At this time, the Company is unable to determine the
extent to-which it may bear legal liability for the remediation of the facilities, or the amount of any such
liability. The Company does not believe it is proable that a loss has been incurred and, therefore, has made
no provision in the accompanying financial statements related to this matter.

Santa Fe Facility. The Company is momtormg the ground water at the Santa Fe facility for the
presence of PCBs. The Company does not expect to incur any material remediation costs and thcref'ore has
made no provision for such costs in the accompanying financial statements. ’ :

Purchased Power

To suppprt the requiremerits of the agreement-with CFE, the Company entered into a firm power
purchase agreement with Southwestern Public Service Company ("SPS") for at least 75 MW for 1996. See
Note C. In Decemnber 1995, the transformer for a 150 MW unit at the Rio Grande Power Station was
damaged and is nét expected to return to service prior to the Company's summer peak requirements Asa
result, the Company may need to purchase replacement power to meet its capacity rcqulrements, the cost
of which'is currently estimated to bc approxlmately $2 million. ’

Eﬁ'ects of Emergence from Bankruptcy
As discussed in Note A, the Company emerged from bankruptcy on February 12, 1996 Pursuant
to settlement agreements enfered into between the Company and the lessors under the Palo Verde Leases,

certain of the Company s indemnity obligations related to tax matters will continue after the Effective Date
Claims for certain environmental matters are unimpaired under the Reorganization.

82



» e L

EL PASO ELECTRIC COMPANY
(DEBTOR IN POSSESSION AS OFJANUARY 8, 1992—Note A)
NOTES TO FINANCIAL STATEMENTS
K. thxgatmn oo
Automatic Stay of thxgauon Due to Bankruptcy

Upon the filing of the bankruptcy petition, the provisions of the Bankruptcy Code operate as a stay
applicable to all entities of, among other things, the commencement or continuation of judicial,
administrative, or other actions or proceedings against the Company that were or could have been
commenced before the bankruptcy petition. The stay is subject to certain exceptions, including actions by
govemmental units to enforce police or regulatory powers, and the Bankruptcy Court has the discretion to
termmate, annul, modify or condition the stay.

Central and South West Corporatxon Litigation

In response to CSW's’ termination of the Merger -Agreement and revocation of the Merger Plan ( See
Note A), on June 9, 1995, the Company filed a lawsuit against CSW, alleging, in part, breach of contract,
breach of duty of good faith and fair dealing, breach of fiduciary duty, business disparagement, tortious
interference with contract and fraud in the inducement. The Company is seeking an unspecified amount
of damages,’ punitive damages, attorneys' fees and costs. On June 15, 1995, GSW filed a complaint against
the Company in the Bankruptcy Court. In its complaint, CSW seeks judgment awarding termination fees
in the amount of $25 million for the Company's alleged breaches of the Merger Agreement and
approximately $3.7 million in fees and expenses that CSW claims it advanced on behalf of the Company
in prosecution of Docket 12700. CSW also seeks judgment declaring that the Company breached the
Merger Agreement, CSW properly terminated the Merger Agreement, CSW properly revoked and
withdrew the Merger Plan, GSW owes nothing under the termination provisions of the Merger Agreement,
all payments required to be made pursuant to the Merger Plan cease to be effective as of June 9, 1995, due
to the Company's breach-CSW is not bound by or obligated to perform under the terms of the Merger
Agreement, and the Company is not entitled to any other relief from CSW. Discovery has commenced in
the litigation. The'Company is unable to predict the ultimate outcome of this matter, but does not believe
it is probable that a loss has been incurred and, therefore, has made no provision in the accompanying
financial statements related to the litigation between the Company and CSW.

Litigation with the City of Las Cruces

» The City of Las Cruces ("Las Cruces") has stated that it intends to attempt to replace the Company
as its electric service provider by acquiring through condemnation or otherwise, the distribution assets and
other facilities used to provide electric service:to customers in Las Cruces. Sales to customers in Las Cruces
represented app’roxirrfately 7% of the Company's operating revenues in 1995. Las Cruces has two actions
pending against the Company, one seeking to recover franchise fees despite the expiration of the Company's
Las Cruces franchise in March 1994 and one seeking a declaratory judgment that Las Cruces can proceed
with a condemnatlon action ‘against the Company. »
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In October 1995, the Company's motion for summary judgment in the declaratory judgment suit
- was denied and the Court ruled that although Las Cruces lacks express statutory authority to condemn the
Company's assets such express statutory authority is required only if the proposed condemnation would
" substantially impair, obliterate or destroy the use of the remaining property. The Board of Commissioners
of Dona Ana County, New Mexico, filed a motion to intervene in the declaratory judgment suit to ensure
that the concerns of non-municipal county customers and residents are fully developed.

Las Cruces has taken steps to obtain a supply of power and an operator for its municpal utility in the
" event it is successful in its condemnation efforts. In June 1994, the Las Cruces City Council approved a
" resolution selecting SPS to provide operation and maintenance services for the proposed Las Cruces electric
distribution system, substations and associated transmission facilities and authorizing the staff of Las Cruces
' to negotiate a contract with SPS related to such services. In August 1994, SPS and Las Cruces entered into
a fifteen-year contract granting SPS the right to provide all of the electric power and energy required by Las
. Cruces during the term of the contract. Las Cruces also has offered to purchase the Company's assets
serving Las Cruces for $43 million. In addition, Las Cruces announced that, in October 1995,.it sold
approximately $73 million in revenue bonds to provide funding to finance the acquisition by condemnation
or negotiated purchase of the Company's electrical distribution assets within and adjacent to the Las Cruces
city limits. The Company has filed a lawsuit in the Dona Ana County District Court and a complaint before
the New Mexico Commission challenging the legality of the sale of the revenue bonds. The New Mexico
Commission is also investigating an agreement between SPS and Las Cruces that would grant, in certain
circumstances, Las Cruces an option to sell electric utility assets acquired through condemnation-to SPS.

The Company believes that New Mexico law does not authorize condemnation of the:Company's
facilities by Las Gruces. If Las Cruces succeeds in its efforts, the Company could lose its: Las Cruces
* customer base, although the Company would receive "just compensation" as established by the court.

Although the Company is unable to predict the outcome of this litigation, the Company does not believe
it is probable that a loss has been incurred and, therefore, has made no provision in the accompanying
financial statements for this matter. However, the Company has continued to reserve amounts equivalent
to the franchise fee.

Water Cases

San Fuan River System. The participants in Four Corners are among the defendants in a suit filed by
the State of New Mexico in March 1975 in state district court in New Mexico seeking adjudication of the
water rights of the San Juan River Stream System in New Mexico, which supphes the water used at Four
Corners. No trial date has been set in this matter and the case has been inactive for several years. An
agreement reached with the Navajo Nation in 1985, however, provides that if Four Corners loses a portlon
of its rights in the adjudication, the Navajo Natlon will provide, at a cost to be determined at that time,
sufficient water from its allocation to offset the loss. Although the ultimate outcome of this case and the
materiality thereof cannot be determined at this time, the Company does not believe it is probable that a
loss has been incurred and, therefore, has made no provision in the accompanying financial statements for
this matter.
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Gila Riwer System. In connection with the construction and operation of Palo Verde, APS entered into
contracts with certain municipalities granting APS the right to purchase effluent for cooling purposes at Palo
Verde. In early 1986, a summons was served on APS that required all water claimants in the Lower Gila
River Watershed in Arizona to assert any claims to water within that geographic area. The nghts of the Palo
Verde Partxcxpants to the use of groundwater and effluent at Palo Verde are potentially at issue. No trial
date-has been set in this matter. Although the ultimate outcome of this case and the materiality thereof
cannot be determined at this tlme, the Company does not believe it is probable that a loss has been incurred
and therefore, has made no‘provision in the accompanymg financial statements for this matter.

Four Corners

In July 1995, the Navajo Nation enacted the Navajo Nation Air Pollution Prevention and Control
Act, the Navajo Nation Safe Drinking Water Act and the Navajo Nation Pesticide Act (collectively, the
"Acts"). By letter dated October 12, 1995, the participants in Four Corners requested that the United States
Secretary of the Interior resolve their dispute with the Navajo Nation regarding whether the Acts apply to
operanon of Four Corners. The participants in Four Corners subsequently filed a declaratory judgment
action in the District Court of the Navajo Nation, Window Rock District, seeking such a resolution. On
October 18, 1995, the Navajo Nation and the participants in Four Corners agreed to indefinitely stay the
lawsuit so that the parties may attempt to resolve the dispute without litigation. The Company is unable to
predict the outcome of this matter, but does not believe it is probable that a loss has been incurred and,
therefore, has made no provision in the accompanying financial statements for this matter.

Other

The Company is a party to various other claims, legal actions and complaints, the ultimate
disposition of which, in the opinion of management, will not have a material adverse effect on the operations
or financial position of the Company. : L '

Effects of Emergence from Bankruptcy
As discussed in Note A, the Company emerged from bankruptcy on February 12, 1996. Claims with

respect to the CSW litigation, the Las Cruces litigation, the water cases, the Acts and certain immaterial
items of litigation, were not settled in the Bankruptcy Case and carry forward to the Reorganized Company.
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L. Benefit Plans v

ey Fl

Pension Plan o

The Company's Retirement Income Plan (the "Retirement Plan") covers employees who have
completed one year of service with the Company, are 21 years of age and work at least a minimum number
of hours each year. The Retirement Plan is a qualified noncontributory defined benefit plan. Upon
retirement or death of a vested plan participant, assets of the Retirement Plan are used to pay benefit
obligations under the Retirement Plan. Contributions from the Company are based on the minimum
funding amounts required by the Department of Labor ("DOL") and IRS under provisions of the
Retirement Plan, as actuarially calculated. The assets of the Retirement Plan are invested in equity
securities, fixed income instruments and cash equivalents and are managed by professional investment
managers appointed by the Company. :

The Company's Supplemental Retirement and Survivor Income Plan for Key Employees ("SERP")
is a non-qualified, non-funded defined benefit plan which covers certain key employees of the Company.
The pension cost for the SERP is based on substantially the same actuarial methods and economic
assumptions as those used for the Retirement Plan.

" During 1993, the Company entered into early retirement agreements with five senior executives.
The cost of these agreements in excess of amounts previously provided through the Retirement Plan and
SERP was approximately $4 million which was expensed in 1993 and included in the Non-Qualified
Retirement Income Plans below. B

Net periodic pension cost for the Retirement Plan and Non-Qualified Retirement Income Plans
under SFAS No. 87, "Employers' Accounting for Pensions," is made up of the components listed below as
determined using the projected unit credit actuarial cost method:

Years Ended December 31,
1993 1994 1995
(In thousands)

Service cost for benefits earned during s
theperiod .............. ..., et eeeeenen " 8§ 6,114 $ 2453 $ 2,011

Interest cost on projected benefit obligation .. 4,376 4,896 5,157
Actual returnon planassets . .............. (1,769) 378 (9,267)
Net amortization and deferral .......... e (1.245) (3.383) 6,008

Net periodic pension cost recognized ...... 8 7476 §__4344 8__3,909

The assumed annual discount rates used in determining the net periodic pension cost were 8.00%,
7.25% and 8.50% for 1993, 1994 and 1995, respectively.
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The pension cost includes amortization of unrecognized transition obligations over a fifteen-year
period beginning in 1987. : :

The funded status of the plans and amount recognized in the Companys balance sheets at
December 31 1994 and 1995 are presented below:: P

) h
o o U .

December 31, "

1994 1995
Non-: . Co ‘Non-
Qualified Qualified
‘ Retirement Retirement Retirement Retirement
Income Income Income Income
Plan Plans Plan Plans
(In thousands)
Actuarial present value of benefit obligations:
Vested benefit obligation . . ......ocoiveniiine.n. 8_(39205) 8§ __(7.882) 8 (55591) 8 __ (9,559
Accumulated benefit obligation .................. 8 _(41483) 8 (9,065 % (57,844 $_(11,570)
Projected benefit obligation................000es. $ (51,065 $ (10,506) -8 (70,958) $ (13,441)
Planassetsatfairvaliie . ... ooeveeennnnennnnnnnns, 43574 - 53512 _ -
Projected benefit obligation in excess of plan assets. . ... (7,491) (10,506) (17,446) (13,441)
Unrecognized net'(gain) loss from past experience. . . . . . ' (41) 146  © 11,562 ° -+ 2,648
Unrecognized prior service Cost e vvvvvvenrnnnnsnns © 242 @71 212 (407)
Unrecognized transition obligation ................. —2857 304 2,449 260
Accrued pension liability .....ovvviiiiiiiiiiiiin.. 8 __(4433) 8 _(10,527) $ _(3,223) § (10,940)

Actuarial assumptions used in determining the actuarial present value of projected benefit obllgatwn
are as follows:

1994 1995
Discountrate ......coviiiiiiiiiiiieriiieensennens 8.50% 7.25%
Rate of increase in compensation levels............ cees 5.50% " 5.00%
Expected long-term rate of return on plan assets ........ - 850% =  8.50%

Other Postretu‘ement Benefits

" The Company provides certain health care benefits for retired employees and their eligible
dependents and life insurance benefits for retired employees only. Substantially all of the Company's
employees may become eligible for those benefits if they reach retirement age while working for the
Company. SFAS No. 106; "Employers' Accounting for Postretirement Benefits Other Than Pensions”
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»

("SFAS No. 106"), which required a change from the pay-as-you-go accounting method for these
postretirement benefits to the accrual accounting method, was adopted as of January 1, 1993.

The accrual accounting method recognizes the costs of postretirement benefits other than pensions
over the years of service of employees, rather than when the benefits are paid out after the employee retires.
The Company has elected to amortize the transition obligation at January 1, 1993 of approximately
$44.6 million over 20 years.

Net periodic postretirement benefit cost is made up of the components listed below:

——Years Ended December 31,
1993 1994 1995
(In thousands)
Service cost for benefits earned during the period . ........... $ 1,564 8§ 2,064 $ 1,603
Interest cost on accumulated postretirement benefit obligation . 3,425 3,909 4,046
Amortization of transition obligation . ............... e 2,172 2,172 2,363
Amortization of (gain) loss ...........o ittt - 103 (54)

Net periodic postretirement benefitcost ........... ... ... $ 7,161 § 8248 $ 7958

The funded status of the plan and amount recognized in. the Company's balance sheet at
December 31, 1994 and 1995 are presented below:

_ December 31,
1994 1995
‘ (In thousands)
Actuarial present value of postretirement benefit obligation: o
Accumulated postretirement benefit obligation:
REHIEES . oo vvviiiteensrneenssossensseuseensansenncnnns $ (22,157) $ (32,656)
ACHVES .iiviuiiiienninennneenesesennssssanaaaanaanns (25,010) (40.831) -
’ (47,167) .. (73,487)
Plan assetsatfairvalue .........oooeeiiiiiiiiiiiiiiiinnina . = =
Accumulated postretirement benefit obligation in excess of plan assets .. (47,167) . (73,487)
Unrecognized net (gain) loss from past experience .................. (6,541) 15,182
Unrecognized transition obligation .............ccoiiiieana.. ve., —.39.095 ___ 38,007
Accrued postretirement benefit liability .........o.oooiiiiiiiil 8§ (13613) 8§ (20,298)

For measurement purposes, an 11.6 % annual rate of increase in the per capita cost of covered health
care benefits was assumed for 1996; the rate was assumed to decrease gradually to 6 % for-2004 and remain
at that level thereafter. The health care cost trend rate assumption has a significant effect on the amounts
reported. To illustrate, increasing the assumed health care cost trend rates by 1 percentage point in each
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year would increase the accumulated postretirement benefit obligation as of December 31, 1995 by
$7.4 million and the aggregate of the service and interest cost components of net periodic postretirement
benefit cost for the year ended December 31 1995 by $1.0 million. «

» Actuarial assumptions used in determmmg the actuanal present value of accumulated postretxrement
benefit obhgatlon are as follows:

- 1994 . 1995
Discountrate .......oeevviuiuelnanans P < 8.50% - 7.25% I
Rate of increase in compensation levels . ......... 5.50% - +"5.00% : ‘<
Effects of Emergence from Bankruptcy : o

As discussed in Note A, the Company emerged from bankruptcy on February 12, 1996. Under the
Plan, the Company's obligations under the Retirement Plan and for medical care benefits for retired
employees have been assumed by the Reorganized Company. The SERP was terminated on the Effective
Date so that no benefits will be payable other than to persons currently eligible for or receiving beriefits. In
the application of fresh-start reporting, the Company will reflect as liabilities amounts of unrecognized
transition obligations, gains or losses, and past service costs on the assumed plans aggregating approximately
$72.0 million. In addition, the liability for the SERP will be adjusted to the present value of amounts
estimated to'be pald to those currently entitled to receive SERP benefits. 2

5

M. Franchises and Significant Customers’ B * g
City of El Paso Franchise ‘ L

The Company's major franchise is with the City of El Paso, Texas. The franchise agreement
provides an arrangement for the Company's utilization of public rights of way necessary to serve its retail
customers within the City of El Paso At December 31, 1995, the franchise with the Clty of El Paso was due
to expire March 2001. ‘

L

Las Cruces Francluse

The Companys franchise with Las Cruces expired in March 1994. The Company has continued
to provide electric service to customers within Las Cruces and expects and mtends to continue to do'so! See
Note K. ! : i

’
4 N
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Military Installations .

The Company currently provides retail electric service in New Mexico to the Air Force at Holloman
Air Force Base ("HAFB") and the Army at White Sands Missile Range ("WSMR"). The Company's sales
to such military bases represented approximately 2% of revenues in 1995. The contract with the Army was
due to expire on December 31, 1993 but has been extended by unilateral action of the Army for an
indefinite period. The Army has issued a request for proposal related to the provision of all of the electric
service requirements for WSMR but has suspended the proposal process. On December 27, 1995, the
Company and the Air Force entered into a contract which provides that the Company will continue to
furnish the electrical power needs of HAFB for the next ten years and will not seck any increase in the base
rates it charges to HAFB during the ten-year period.

Significant Customers

In 1993, 1994 and 1995, IID, a wholesale customer, accounted for approximately $55.0 million,
$51.1 million and $43.3 million or 10,1%, 9.5%.and 8.6%, respectively, of operating revenues. During
1993, 1994 and 1995, the Company recorded revenues pursuant to its contract with CFE in the amount of
approximately $41.9 million, $42.7 million and $39.4 million, respectively. See Note C. |

Effects of Emergence from Bankruptcy

As discussed in Note A, the Company emerged from bankruptcy on F‘ebrué.rymi2, 1996. Consistent
with the Stipulation, the City of El Paso granted the Company a new franchise that extends through
August 1,2005. The emergence from bankruptcy had no effect on the Las Cruces franchise situation.

4

N. Financial Instruments

SFAS No. 107, "Disclosure about Fair Value of Financial Instruments", requires the Company to
disclose estimated fair values for its financial instruments., The Company has determined that cash and
temporary investments, accounts receivable, long-term contract receivable, accounts payable, customer
deposits, decommissioning trust funds, obligations subject to compromise, see Note H, and preferred stock
meet the definition of financial instruments. The carrying amounts of cash and temporary investments,
accounts receivable, accounts payable, and customer deposits approximate fair value because of the short
maturity of these items. Based on prevailing interest rates, the fair value of the long-term contract receivable
approximates its carrying value. Decommissioning trust funds are carried at. market value. Based on
discussions with its financial advisor, the fair value of the other financial instruments is not determinable
during bankruptcy due to uncertainties surrounding the terms and conditions under which the Company
would emerge from bankruptcy.
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Effects of Emergence from Bankruptcy

As discussed in Note A, the Company emerged from bankruptcy on February 12, 1996. In
connection with the emergence from bankruptcy, the Reorganized Company issued new first mortgage
bonds and new preferred stock in an underwritten offering. The Company's existing secured and unsecured
debt was extinguished and existing preferred stock was cancelled. The new first mortgage bonds and new
preferred stock were issued at par and therefore their fair value is equal to their face value. :

O.  Selected Quarterly Financial Data (Unaudited)

‘ 1994 Quarters 1995 Quarters (1) {2)
st 2nd 3rd 4th Ist 2nd 3rd 4th’
(In thousands of dollars except for per share data)

Operating revenues ..... $125476  $138,447  $157,448  $115389 x»$112,389  $124,683  $148,177 ' $119,368

Operating income ...... 11,403 17,749 31,347 12,512 11,950 17,851 31,175 5,170 ®
Income (loss) before ‘ e

reorganization jtems ....  (10,699) (6,044) 9,493 (12,912) (14,449) (7,130) 12,258 (14,020)
Reorganization items .... (2,490) (2,128) (2,343) (2,030) (1,999) (2,472) (658) (4,849)

" Netincome (loss) ....... (13,189) (7,172) 7,150 (14,942) (16,448) (9,602) 11,600 (18,869)

Net income (loss) per ,

weighted average share

of common stock ...... 0.37) {0.20) 0.20 (0.42) (0.46) (0.27) 0.33 (0.54)

? .

(1) Base rate increases, effective July 16, 1994, have been deferred and, therefore, they are not included in
operating revenues.

(2) Reflects a decrease in fuel revenues due to a change in the calculation of Texas jurisdictional fuel costs
based on the Texas Docket 13966 Final Order.

(3) Reflects a $2.3 million reserve against fuel revenues and changes in the Company's tax estimates.
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial
Disclosure

Not applicable.u

PART III

W
;1’I

Item 10. Directors and Executive Officers of the Registrankt
MANAGEMENT

»- The following table sets forth certain information with respect to executive officers and directors
of the Company as of March 15, 1996.

’ qurent Position and

= -
o o
S

Name Age " Business Experience.
* David H. Wiggs,Jr. .......... 48 Chairrr;an of the Board;‘a Chief Executive Officer, President
r and Director '
Eduardo A. Rodriguez . ....... : 40 Senior Vice President and General Counsel
J- Frank Bafes Cereereeaieans 45 Vice President-‘Operatiohns
Michael L. Biough ........... - 40 Vi;:e President and Coniroller, Chief Accounting Officer |
Gary R. Hedrick ............ | 41 Vicé Pmsidenf—Financial i’lanning and Rate Administrationl
and Treasurer ' ‘
JohnC.Horne .............. 47 Vice President-Power Supply
~ Robert C. McNiel ............ 49  Vice President-New Mexico Division
Guillermo Silva, Jr. ....... ... 42 Secretary
Wilson K. Cadman .......... 68 Director
James A. Cardwell ........... 63 Director
George W. Edwards,Jr. ....... 56 Director
Ramiro Guzman ............ 49 Director
JamesW.Harris ............. 49 Director
KennethR. Heitz............ 48 Director
Edward C. Houghton, IV ..... 44 Director
Michael K. Parks ............ 36 Director
EricB.Siegel ............... 37 Director
Stephen Wertheimer ......... 45 Director
Charles A. Yamarone ........ 37 Director
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David H. Wiggs, Jr. has been Chairman of the Board of the Company since May 1989, Chief
Executive Officer of the Company since March 1989 and a Director of the Company since January 1988.
Mr. Wiggs was President of the Company from January 1988 to January 1994 and since February 1996.
Mr. Wiggs will retire from the Company as'Chief Executive Officer and President effective on the date the
new Chief Executive Officer and President takes office. Mr. Wiggs will remain a director of the Company:

Eduardo A. Rodriguez has been a Seniorv Vice President of the Company sincejanué.ry 1994 ana
General Counsel of thé¢ Company since 1988. Mr. Rodriguez was a Vice President of the Company from
April 1992 to January 1994 and Secretary of the Company from January 1989 to January 1994, .

J- Frank Bates has been the Vice President-Operations of the Company since May 1994. Mr.'Bé‘tes
was the Vice President-Customer Services for the Texas Division of the Company from June 1989 to
May 1994.

Michael L. Blough has been'a Vice President of the Company since May 1995 and the Cc;ntroller
and Chief Accounting Officer of the Company since November 1994. Mr. Blough was the Assistant Vice
President-Financial Planning of the Company from September 1990 to November 1994. = .

Gary R. Hedrick has been Treasurer of the Company since March 1996 and Vice
President-Financial Planning and Rate Administration of the Company since September 1990.

John C. Horne has been the Vice President-Power Supply of the Company since May‘19m94.
Mr. Horne was the Vice President Transmission Systems Division of the Company from August 1989 to
May. 1994. - . .,

Robert Cvi,M‘i:Niel‘ has been the Vice President-New Mexico Division of the Company since
December 1989. : . ' . : u :

Guillermo Sil;/a,Jr. has been Secretary of the Company since January 1994. He was the Assistant
Secretary of the Company from June 1989 to January 1994.

Wilson K. Cadman has been a Director of the Company since 1992. Mr.: Cadman retired in 1992
after spending more than four years as Chairman of the Board, President, and Chief Executive Officer of
Kansas Gas & Electric Company and as Vice Chairman of the Board of Western Resources, Inc., electric
utility companies headquartered in Wichita, Kansas. Mr. Cadman is also a director of the Columbia Gas
System, Inc., Wilmington, Delaware and Clark/Bardes, Inc., Dallas, Texas.. :

James A. Cardwell has been a Director of the Company since 1990. Mr. Cardwell is the Chief
Executive Officer of Petro Stopping Centers, L.P., El Paso, Texas, a nationwide chain of truck stopping
centers. Mr. Cardwell is also a trustee of Security Capital Pacific Trust, a real estate investment trust.

George-W. Edwards, Jr. has been a Director of the Company since 1992 and will become the
Chairman of the Board upon the retirement of Mr. Wiggs. Mr. Edwards was the President and Chief
Executive Officer of the Kansas City Southern Railway Company, Kansas City, Missouri, from April 1991
until his retirement on May 15, 1995. Mr. Edwards also was the Executive Vice President and Director of
Kansas City Southern Industries, a multi-business holding company headquartered in Kansas City,
Missouri, from April 1991 to May 15, 1995. Mr. Edwards was Chairman of the Board and Chief Executive
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Officer of United Illuminating Company, an electric utility located in New Haven, Connecticut, for more.
than five years prior to April 1991. Mr. Edwards is also a director of Aquarion Company and Hubbell; Inc.

Ramiro Guzman has been a Director of the Company since February 13, 1996. Mr. Guzman has
been the President and Chief Executive Officer of Dickshire Distributing, a beer and soft drink
distributorship located in El Paso, Texas, for more than five years.

James W. Harris has been a Director of the Company since February 13, 1996. Mr. Harris founded
and has been the President of Seneca Financial Group, Inc., a financial services firm specializing in
corporate restructurings located in Greenwich, Connecticut, since April 1993. Mr. Harris was a Vice
President and subsequently a Managing Director of Lehman Brothers, Inc., New York, New York, from
1982 to March 1993. ’ b e

Kenneth R. Heitz has been a Director of the Company since February 13, 1996. Mr. Heitz has been
a senior partner in the law firm of Irell & Manella, Los Angeles, Californiia, since May 1991 and was a
partner of the firm from 1979 to 1988. From April 1988 to March 1990, Mr. Heitz served as Executive Vice
President and General Counsel of Columbia Savings and Loan Association, Beverly Hills, California and,
from January 1990 to March 1990, as its acting President and Chief Executive Officer.

Edward C. ("Ted") Houghton, IV, has been a Director of the Company since February 13, 1996.
Mr. Houghton has been an insurance agent in El Paso, Texas for John Hancock Financial Services for more
than ten years. Mr. Houghton serves as 2 member of tlie Public Service Board, El Paso Water Utilities.

Michael K. Parks has been a Director of the Company since February 13, 1996. Mr. Parks has been
the President and Chief Investment Officer of Aurora National Life Assurance Company, a California life
insurance company headquartered in Los Angeles, California, since September 1993. Mr. Parks was a
financial consultant from September 1992 to August 1993 in the rehabilitation of Executive Life Insurance
Company and was a Director-Leveraged Finance and held various other positions at Salomon Brothers Inc.,
New York, New York, for more than five years prior to September 1992. :

Eric B. Siegel has been a Director of the Company since February 13, 1996. Mr. Siegel has been a
principal of Pegasus Insurance Partners since January 1995. Pegasus Insurance Partners was formed to
advise the majority investor in Aurora National Life Assurance Company, which acquired the restructured
insurance business of Executive Life Insurance Company. Mr. Siegel has also been a limited partner of
Apollo Advisors, L.P. and Lion Advisors, L.P. and related entities since 1992 and was Vice President of the
General Partners of Apollo Advisors, L.P. and Lion Advisors, L.P. and related entities from June 1990 to
June 1995. Apollo Advisors, L.P. acts as managing General Partner of Apollo Investment Fund, L.P. and
AIF II, L.P., private investment funds. Lion Advisors, L.P. acts as financial advisor to certain overseas
investors. Mr. Siegel practiced as an attorney and served as a financial consultant prior to June 1990.
MTr. Siegel also serves as a director of Sun International Hotels, Ltd., Paradise Island, Bahamas.

Stephen Wertheimer has been a Director of the Company since February 13, 1996.” Mr. Wertheimer
founded and has been president of Water Capital Corporation, a financial services company headquartered
in Greenwich, Connecticut, since 1991. Mr. Wertheimer was Managing Director, Head of Investment
Banking-Asia, for PaineWebber Incorporated, New York, New York, from 1989 to 1991. Mr. Wertheimer
also serves on the board of directors of Greenwich Fine Arts, Inc., Greenwich, Connecticut, and is Chairman
of the Board of AMS, Inc., Greenwich, Connecticut. « '
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Charles A. Yamarone has been a Director of the Company since February 13, 1996. Mr. Yamarone

has been Executive Vice President and Research Director of Libra Investments, Inc., a broker-dealer located
in Los Angeles, California, since July 1994. Mr. Yamarone was Senior Vice President and General Counsel
of Libra Investments, Inc. from October 1991 to June 1994. Mr. Yamarone was Senior Vice President-Legal
of Columbia Savings and Loan, Beverly Hills, California, from January 1990 to October 1991 and was also
Secretary of Columbia Savings and Loan from January 1990 to January 1991. Mr. Yamarone also serves
as a director of Continental Airlines, Inc. ' ‘

[4

As part of the Reorganization, after the Effective Date the Board of Directors of the Company was
reconstituted to consist of thirteen members approved by the former Board of Directors. Four members of:
the new Board of Directors were members of the Board of Directors immediately prior to the Effective Date.
Eight of the remaining nine members of the Board of Directors were designated by a committee (the "Board

Selection Committee") consisting of two members of the Board of Directors and the three members of the

Official Committee of Unsecured Creditors appointed in the Bankruptcy Case.

"._ James S. Haines, Jr. has been elected as the new Chief Executive Officer and President of the
Company and will also become a director of the Company. The Company expects Mr. Haines to take office
on or about May 1, 1996. Mr. Haines has been the Executive Vice President and Chief Operating Officer
of Western Resources, Inc., a diversified energy company based in Kansas, since June 1995 and has been
a member of the owners' committee of the Wolf Creek Nuclear Operating Corporation. Upon the
consummation of the merger of The Kansas Power and Light Company and Kansas Gas and Electric
Company in April 1992, Mr. Haines was elected the Executive Vice President and Chief Administrative
Officer of the new company, Western Resources, Inc. Prior to the merger, Mr. Haines had served as Group
Vice President of Kansas Gas and Electric Company since September 1985. Mr. Haines also has experience
in electric utility regulatory matters as the Vice President, Regulatory Affairs for Kansas Gas and Electric
Company and as Deputy General Counsel and Counsel to the Missouri Public Service Commission.
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. Item 11. Executive Compensation

The following table sets forth certain information concerning the cash and non-cash compensation
paid to the Chief Executive Officer and each of the other four most highly compensated officers (the
"Named Executive Officers") of the Company for the fiscal years ended December 31, 1995, December 31,
1994 and December 31, 1993. The compensation paid for such periods was paid pursant to policies,
programs and employee benefit plans that were terminated at the Effective Date.. .

Name and
Principal Position

. David H. Wi ‘ ‘
Chairman oF ge Board

& Chief Executive Officer

‘ Curtis L. Hoskins {(33 .
» President & Chief Operating

Officer

Eduardo A. Rodriguez
Senior Vice,Prcsiggnt &
General Counsel

| John E. DroubagL(‘!»)

Vice President
Treasurer

Gary R. Hedrick (5) |
Vice President-Financial
Planning and Rate
Administration &
Treasurer

)
2)

(3)
(4)
()

Summary Compensation Table

o

Sal
()

454,796
437,512
397,500

951,690
241366

Annual Compensation

Compensation Awards
Other " Securities
Annual Underlyin

Compensation(l) ‘Options};Ais

(%) T #)

41,982 0
33,638 259,750
27,51 0
9681 0
9,308 © 143,750
9,308 , |
9,750 ! 0
5,000 . 96,500
7,403 0

7,200 -0,
0 40,507
873 0
9,600 0
6,923 40,507
9,711 0

-

2

‘Long-Term

All -
c Other, @)
ompensation
(%)

C et e

Represents payments for accrued and unused vacation and personal holiday time pursuant to
Company policy. Excludes perquisites representing less than ten percent of annual salary.

Includes matching contributions made by the Company for 1995 under the Company’s 401(k) Plan
to Messrs. Wiggs, Hoskins, Rodriguez, Droubay and Hedrick in the amounts of $4,620, 84,620,
$1,498, $4,620, and $0, respectively, and the reallocation of forfeited shares of the Company's old
common stock under the Leveraged Employee Stock Ownership Plan and Trust (the "Leveraged
ESOP") for the plan year ended December 31, 1995 in an amount having a fair market value of less

than $1.00 for each individual, based on market valuations as of December 29, 1995.

Mr. Hoskins retired from the Company effective February 12, 1996.
Mr. Droubay retired from the Company effective February 29, 1996.
Mr. Hedrick became Treasurer in March 1996.
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*Aggregate Options Outstanding S

Set forth below is information with respect to the aggregate options granted pursuant to the
Employee Stock Option Plan that were outstanding at December 31, 1995 for each of the Named Executive
Officers. The Employee Stock Option Plan was terminated and all outstanding options were canceled at the
Effective Date. : : ‘

| - - » !

Aggregated Options/SAR Exercises
in Last Fiscal Year and FY-End Option/SAR Values

Number of Securities Value of Unexercised
Underlying Unexercised In-the-Money
Options/SARsat | Options/SARs at
FY-End FY-End
@ (s)

‘ Exercigable/ Exercisable/

Name .o Unexercisable ! Unexercisable
David H. Wiggs 405,200/533,561 0.00/0.00
Curtis L. Hoskins " ' 132,600/268,459 0.00/0.00
Eduardo A. Rodriguez 63,600/167,786 0.00/0.00
John E. Droubay - : ' 24,400/0 0.00/0.00
Gary R. Hedrick N 46,000/0 ° 0.00/0.00

Retirement Income Plan Table

The table set forth below shows estimated annual benefits payable at the normal retirement age of
65 upon retirement under the Company's Retirement Income Plan for the years of service and levels of final
average compensation specified. '

N ‘ Years of Service
Compensation . 15 20 25 30 35

125,000 23,438 © 31,250 39,062 46,875 54,688
150,000 . 28,125 37,500 46,875 56,250 65,625
175,000 28,125 37,500 46,875 56,250 65,625
200,000 28,125  37,500. 46,875 56,250 65,625
225,000 28,125 37,500 46,875 56,250 65,625
250,000 28,125 37,500 46,875 56,250 65,625
300,000 28,125. 37,500 46,875 56,250 65,625
400,000 28,125 37,500 46,875 56,250 65,625
500,000 28,125 37,500 46,875 56,250 65,625
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The compensation covered by the Retirement Income Plan is the annual salary paid to the.
participant, which is reflected in the column titled "Salary" in the Summary Compensation Table. The
estimated credited years of service for each of Messrs. Wiggs, Hoskins, Rodriguez, Droubay and Hedrick
at December 31, 1995 was 8, 6, 15, 5 and 19, respectively. The benefits are computed based on straight-life
annuity amounts and are not subject to any deduction or.offset for social security benefits or other amounts.
Pursuant to applicable federal regulations, for periods after December 31, 1992 the maximum amount of
compensation on which the benefits can be based was reduced to $150,000 per year, as such amount may
be adjusted in $10,000 increments. Participants in the Retirement Income Plan will receive the greater of
the accrued benefit at December 31, 1992 or the benefits accrued using the compensation limitation.

Compensation of Directors.

The compensation of the Board of Directors consists of the following, or its economic equivalent:
(a) $20,000 per year, for four meetings of the Board of Directors or committees thereof per year, and an
additional $1,000 per meeting for each such meeting beyond four; and (b) subject to approval by the
New Mexico Commission and the FERC and, if the Board of Directors determines that it is appropriate,
shareholder approval, (i) an initial stock grant of 5,000 shares of Common Stock of the Company as of the
Effective Date and (i) an additional grant of 1,000 shares on the earlier to occur of the first anniversary of
the Effective Date or the date upon which there is a change in control (such date being referred to as the
"Additional Grant Date") for every $1.00 that a share of Common Stock of the Company trades above $5.00
per share on the Additional Grant Date (based on the trading average for the five business days preceding
the Additional Grant Date). The shares of Common Stock awarded to the directors will be subject to
restrictions on resale for five years from the date(s) of grant, or such other restrictions or other provisions as
the Board of Directors determines are necessary or appropriate; provided, however, that such restrictions
shall be removed in the event of a change in control of the Company. : *

Employment Agreements and Related Matters

The Company has entered into certain employment agreements and special early retirement
arrangements with the Named Executive Officers of the Company and has entered into employment
agreements with the individuals serving as executive officers, all as approved by the Board of Directors and
the Bankruptcy Court. The arrangements (i) provide additional compensation for the unique or
extraordinary demands placed on and the contributions of the officers to the Company's reorganization;
(ii) in certain instances provide incentive for individuals to remain:with the Company after the Effective
Date; and (iii) provide for a complete release by the employees of any claims they may have ‘against the
Company in connection with their employment, all benefit and compensation plans and termination of
employment. The following is a summary of the arrangements for the Named Executive Officers.

Pursuant to an Amended and Restated Executive Services Agreement between the Company and
Mr. Wiggs, upon the date a successor Chief Executive Officer is elected by the Board of Directors of the
Company and begins his employment, Mr. Wiggs will retire as Chairman of the Board and the Chief
Executive Officer. Mr. Wiggs will receive a retirement benefit of $280,000 per year, payable to him or upon
his death, to his designated beneficiary until the expiration of the number of years determined to be the life
expectancy of Mr. Wiggs at his retirement. Mr. Wiggs was paid a cash bonus of $500,000 following the
Effective Date and will receive an additional $500,000 on the first anniversary of the Effective Date.
Mr. Wiggs will also have the opportunity to receive up to $1.0 million more if the value of the Company's
Common Stock appreciates in value from its initial trading price to designated levels of 115%, 125%, and
135% of such initial value and sustains such value for five consecutive trading days.
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, Pursuant to a written agreement between the Company and Mr. Hoskins, Mr. Hoskins retired at the
Effective Date and will receive a lifetime retirement benefit of $151,200 per year, which will be payable to
him or to his designated beneficiary upon his death until the expiration of the number of years determined
to be the life expectancy of Mr. Hoskins as‘of the first day of the first month that begins after the end of his
employment with the Company. In addition, on the Effective Date, Mr. Hoskins was paid a cash bonus of
$500,000. C .o :

The Company has entered into a four-year employment contract with Mr. Rodriguez at an initial
base salary of $200,000 per year. In addition, on the Effective Date, Mr. Rodriguez was paid a cash bonus
of $250,000.

‘The Company has entered into two-year employment agreement with Mr. Hedrick, effective with
the Effective Date. The Company has entered into two-year or eighteen-month employment agreements
with the other current executive officers, effective with the Effective Date. The employment agreements
provide for a base salary equal to the individual's base salary at January 1,1996. On February 29, 1996,
Mr. Droubay retired pursuant to an early retirement offer and agreement that provides for a lifetime
retirement benefit of approximately $52,000 per year. Each Vice President (including Mr. Droubay) and
the Secretary received a cash bonus at the Effective Date from a bonus pool of $1.0 million, in amounts for
each individual determined by the Board of Directors. .

[
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Item'12.. Security Ownership of Certain Beneficial Owners and Management

L » |

fa

“

h;: foli!o‘wing table sets forth, as of March 15, 1996, certain information regarding the beneficial
ownership of Common Stock of the Company by (i) each person known by the Company to beneficially own
more than 5% of its Common Stock; (i) each director and Named Executive Officer of the Company; and

(iii) all executive officérs and directors as a group.

PR

Beiieﬁ'cial Owner -

Number of Shares Percent

W

-

(1) of Class
FMRCOIP. +ivvverernnernersonsassncssonsnens 13,842,797 (2) 23
Wilson K. Cadman ......... T e et 0. 0
James A . Cardwell * .o ..ot | 51 | *
George W. Edwards, Jr. ........ e Yl eaan 0 < 0
Ramiro Guzman .......... eedeeaeeas e eeeaa. ) 0 0
JamesW. Harris ........coovuint Ty 0 0
, Kenneth 1100 % (51 U e —_ 0 .0
Edward C. Houghton, IV ............. e 0 0
Michael K. Parks .....ccovviviiiiiiiiieennnnn. 0 0
EricB.Siegel ...ovvvviiiiiiiiiiiiiiiiiiiiinans 0 0
Stephen Wertheimer .........oiiiiiiiiiiennnss 6,250 *
Charles A. Yamarone .......ccoeevveeensosnscnss 10,000 *
JohnE.Droubay .........ccviiiiiiiiiiinnen, 104 (3) *
GaryR.Hedrick ........coiiiiiiiiiiininnn, 179 (4) *
Curtis L. Hoskins ......c.coivuveninnenennnnnnn. 186 (5) *
Eduardo A.Rodriguez ...... ..o, 168 (6) *
David H. Wiggs,Jr. «.ovvivieiiiiiiiiiininnene, 974 (7) *
All directors and executive officers
asagroup (19 persons) .....covvieeriiinianns 18,513 (8) *

* Less than 1%. i

(1)

2

Each individual has sole voting and investment power with respect to his shares (or shares such powers
with his spouse, except as noted below). None of the individuals or entities owns any preferred stock
of the Company. The stated amounts of shares represent estimates of the number of shares of
Common Stock received or that the individual or entity is entitled to receive in the Reorganization.
Because the distribution of Common Stock issued pursuant to the Reorganization had not been
completed by the distribution agent at March 1, 1996, such amounts are subject to change.

FMR Corp.'s principal offices are located at 82 Devonshire Street, Boston, MA 02109. The number
of shares indicated is an estimate of the number of shares anticipated to be distributed under the Plan
in partial exchange for certain of the Company's debt securities and bank debt. The number of shares
to be received is subject to adjustment under the Plan. Such shares will be directly owned by various
funds and accounts advised by FMR Co. and FMTC (each, as defined below). This number includes
approximately 8,435,090 shares beneficially owned by funds managed by Fidelity Management &
Research Company ("FMR Co."), an investment adviser registered under Section 203 of the
Investment Advisers Act, and 5,407,707 shares beneficially owned by Fidelity Management Trust
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(3)

@

(5)

)

(7)

®

Company ("FMTC"), a bank as defined in'Section 3(a)(6) of the Securities Exchange Act of 1934.

FMR Co. acts as investment adviser to various investment companies registered under Section 8 of
the Investment Company Act of 1940,-as amended. FMTC: acts as trustee or managing agent for
various private investment accounts, primarily employee benefit plans. FMR Co. and FMTC are
wholly owned subsidiaries of FMR Corp. None of the funds and accounts hold an amount equal to
or greater than 10% of the outstanding Common Stock. Prior to the effectiveness of the Plan, the
Securities and Exchange Commission entered an order granting FMR Co..and FMTC-an exemption
from regulation as a public utility holding company under the Public Utility Holding Company Act
of 1935 with respect to the funds' and accounts' ownership of the Common Stock.

Includes (i) 1 share held for the benefit of Mr. Droubay in the Leveraged ESOP, over which
Mr. Droubay has voting power but not investment power; and (n) 1 share held in the 401(k) Plan, over
which Mr. Droubay has voting and investment power.

Includes (i) 159 shares held for the benefit of Mr. Hedrick in the Leveraged ESOP, over Wthh
Mr. Hedrick has voting power but not investment power; and (ii) 1 share held in the 401(k) Plan, over
which Mr. Hedrick has voting and investment power.

Includes (i) 58 shares held for the benefit of Mr. Hoskins in the Leveraged ESOP, over which
Mr. Hoskins has voting but not investment power; and (ii) 1 share held in:the 401(k) Plan, over which
Mr. Hoskins has voting and investment power.

Includes (i) 157 shares held for.the benefit of Mr. Rodriguez.in the Levei'aged ESOP, over which
Mr. Rodriguez has voting but not investment power; and (ii) 1 share held in the 401(k) Plan, over
which Mr. Rodriguez has voting and investment power. .

Includes (i) 204 shares held for the benefit of Mr. Wiggs in the Leveraged ESOP over which
Mr. Wiggs has voting but not investment power; (ii) 59 shares held in the 401(k) Plan, over which
Mr. nggs has voting and investment power; and (iii) 229 shares held by Mr. Wiggs in a fiduciary
capacity as trustee, over which he has voting and investment power. -

Includes (i) 1,123 shares held for the benefit of the executive officers in the Leveraged ESOP, over
which such ofﬁcers have voting but not investment power; and (ii) 72 shares held for the benefit of
executive officers who participate in the 401(k) Plan, over which the participants have voting and
investment power. Excludes shares owned by Mr. Droubay and Mr. Hoskms, who retired from the
Company prior to March 1, 1996. -
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Item 13. Certam Relatxonslnps and Related Transactions. . , """ ., Ny
B L * 3 LI P . R ’ g
In 1992, the Company entered into an agreement to purchase its requirements of unleaded gasoline
for its fleet of vehicles from C&R. Dlstnbutmg, Inc.; a corporation affiliated with Mr..Cardwell, .a Director.
The Company entered into the agreement followmg a-competitive bid process and evaluation and approval
by the disinterested directors. The Company purchased $356,178 of fuel in 1995-and estimates that it will
purchase a similar.amount of fuel in 1996 pursuant to, the agreement. . -, e
R ﬂiv I L N T
 SEPEEIN R - o T g e ey '
[ t."‘A‘Kn'PARTIV X O L A , s 2t
Item 14. Exlubxts, Fmancxal Statement Schedules, and Reports on F orm 8-K

o)y

v (a) vDocuments ﬁledasapart of this report C s . e T
N IR T PN A
Lo s e s 0 Y e s 7 Page o
P 1. Financial Statements! .. » .. o L, 0 a0
) | ‘,‘s'f | » T ik, .
.+ 3 . See Index to Financial Statements I S TN SETY ¢ SR
; , ‘ o . S L L
2. Financial Statement ScheduleS" T T N N O
o« ‘ RPN P,y BLoaw . o
o All schedules are omltted as the required information:isnot™. .
. applicable or is included in the financial statements or related.
notes thereto I T S SR JPRIURS S

3. Exhlblts h“‘ A

Certam of the followmg documents are ﬁled herethh Certam other of the followmg
exhibits have heretofore been filed with the Securities and~Exchange' Gommission, and, pursuant to
Rule 12b-32 and Regulation 201.24, are incorporated herein by réference. 7 ." «. :

Exhibit 2 — Plan of Acquisition, Reorganization, Arrangement, Liquidation or Succession:

2.01 — Fourth Amended Plan of Reorganization, dated November 7, 1995. (Exhibit 2.1 to
the Company's Quarterly Report on Form 10-Q) for the quarter ended September 30,
1995)

2.02 — Disclosure Statement to Fourth Amended Plan of Reorganization of El Paso Electric
Company. (Exhibit 2.2 to the Company's Quarterly Report on Form 10- Qfor the
quarter ended September 30, 1995)

Exhibit 3 — Articles of Incorporation and Bylaws:

*3.01 — Restated Articles of Incorporation of the Company, dated February 7, 1996 and
effective February 12, 1996. ‘

*3.01-01 — Statement of Resolution Establishing Series of Preferred Stock, dated February 7,
1996 and effective February 12, 1996, amending Exhibit 3.01.

*3.02 — Bylaws of the Company dated February 6, 1996.
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*4.01 —

*4.02 -

4.03 -

I\
~ Exhibit 4 — Instruments Defining the Rights of Security Holders, including Indentures:

General Mortgage Indenture and Deed of Trust dated as of February 1, 1996, and
First Supplemental Indenture dated as of February 1, 1996, including form of Series
A through H First Mortgage Bonds.

Statement of Resolution Establishing Series of Preferred Stock, dated February 7,
1996 and effective February 12, 1996.

Indenture of Trust, dated as of July 1, 1994, between Maricopa County, Arizona
Pollution Control Corporation and Texas Commerce Bank National Association, as

. Trustee, related to $63,500,000 principal amount of Maricopa County, Arizona

. *403-01 -

4.04 -

*4.04-01 -

4.05 -

4.06 -

4.07 -

*4.07-01 —

Pollution Control Corporation Adjustable Tender Pollution Control Revenue Bonds,
1994 Series A (El Paso Electric Company Palo Verde Project). (Exhibit 4.01 to the
Company's Quarterly Report on Form 10-Q for the quarter ended September 30,
1994)

Supplemental Indenture of Trust No. 1 dated as of December 12, 1995 related to
Exhibit 4.03, including form of bond. !

Loan Agreement, dated as of July 1, 1994, between Maricopa County, Arizona
Pollution Control Corporation and the Company, related to the Pollution Control
Bonds referred to in Exhibit 4.03. (Exhibit 4.02 to the Company's Quarterly Report
on Form 10-Q) for the quarter ended September 30, 1994)

Supplemental Loan Agreement No. 1 dated as of February 12, 1996 related to
Exhibit 4.04.

Remarketing Agreement, dated as of July 1, 1994, between the Company and Smith
Barney Inc., related to the Pollution Control Bonds referred to in Exhibit 4.03.
(Exhibit 4.04 to the Company's Quarterly Report on Form 10-Q for the quarter
ended September 30, 1994)

Tender Agreement, dated as of July 1, 1994, between the Company and Smith
Barney Inc., related to the Pollution Control Bonds referred to in Exhibit 4.03.
(Exhibit 4.05 to the Company's Quarterly Report on Form 10-Q for the quarter
ended September 30, 1994)

Ordinance No. 94-1018 adopted by the City Council of the City of Farmington,
New Mexico, on October 18, 1994, authorizing and providing for the issuance by the
City of Farmington, New Mexico, of $33,300,000 principal amount of its Adjustable
Tender Pollution Control Revenue Refunding Bonds, 1994 Series A (El Paso Electric
Company Four Corners Project). (Exhibit 4.07 to the Company's Quarterly Report
on Form lO-Qfor the quarter ended September 30, 1994)

Ordinance No. 96-1035 adopted by the City Council of the Clty of Farmington,
New Mexico, on January 23, 1996 as Supplemental Ordinance No. 1, related to
Exhibit 4.07.
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4.08 -

4.09 -

4.10 -

4.11 -

4.12 -

*4,13 -

4.14 -

4.14-01 -

*4.14-02 -
415 -

Resolution No. 94-798 adopted by :the City Council of the City of Farmingto’rn,,
New Mexico, on October 18, 1994, relating to the issuance of the Pollution Control
Bonds referred to in Exhibit 4.07. (Exhibit 4.08 to the Company's Quarterly Report

on Form 10-Q for the quarter ended September 30, 1994)

Amended and Restated Installment Sale Agreement, dated as of November 1, 1994,
between the Company and the City of Farmington, New Mexico, relating to the
Pollution Control Bonds referred to in Exhibit 4.07. (Exhibit 4.09 to the Company's
Quarterly Report on Form 10-Q for the quarter ended September 30, 1994)

Representation and Indemnity Agreement, dated as of October 31, 1994, between
the Company, the City of Farmington, New Mexico and Smith Barney Inc., relating
to the Pollution Control Bonds referred to in Exhibit 4.07. (Exhibit 4.10 to the
Company's Quarterly Report on Form 10-Q for the quarter ended September 30,
1994)

Remarketing Agreement, dated as of November 1, 1994, between the Company and
Smith Barney Inc., relating to the Pollution Control Bonds referred to in Exhibit 4.07.
(Exhibit 4.11 to the Company's Quarterly Report on Form 10-Q for the quarter
ended September 30, 1994)

Tender Agreement, dated as of November 1, 1994, between the Company and Smith
Barney Inc., relating to the Pollution Control Bonds referred to in Exhibit 4.07.
(Exhibit 4. 12 to the Company's Quarterly Report on Form 10-Q) for the quarter
ended September 30 1994)

Letter of Credit and Reimbursement Agreement, dated as of February 12, 1996,
between the Company and Citibank, N.A., relating to the Pollution Control Bonds
referred to in Exhibit 4.07.

Loan Agreement, dated as of December 1, 1984, between Mancopa County, Arizona
Pollution Control Corporation and the Company, relating to $37,100,000 principal
amount of Maricopa County, Arizona Pollution Control Corporation Pollution
Control Refunding Revenue Bonds, 1984 Series E (El Paso Electric Company Palo
Verde Project). (Exhibit 4.27 to the Company's Annual Report on Form 10-K for the
year ended December 31, 1984)

Supplemental Loan Agreement, dated as of June 1, 1986, to Exhibit 4.14.
(Exhibit 4.29-01 to the Company's Annual Report on Form 10-K for the year ended
December 31, 1986)

Supplemental Loan Agreement No. 3, dated as of February 12, 1996, to Exhibit 4.14.

Trust Indenture, dated as of December 1, 1984, by and between Maricopa County,
Arizona Pollution Control Corporation and MBank El Paso, National Association,
as Trustee, securing the Pollution Control Refunding Revenue Bonds referred to in
Exhibit 4.14. (Exhibit 4.27-01 to the Company's Annual Report on Form 10-K for
the year ended December 31, 1984)
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4.15-01 — Supplemental Trust Indenture No. 2, dated as of June 1, 1986, to Exhibit 4.15.

4.15-02 -

*4,15-03 -

4.16 —

4.17 -

*4.18 ~

%419 -

*4.20 -
T o*49] -

' . *499 —

“Exhlblt lO Matenal Contracts

(Exhibit 4.29-03 to the Company's Annual Report on Form 10—K for the year ended

- December 31, 1986) *

Suppfemental Trust Indenture No. 3, dated as of May 6, 1994, to Exhibit 4.15.
(Exhibit-4.01 to the Company's Q_uarterly Report on Form 10 Q for the quarter

- ended June 30, 1994)

Supplemental Trust Indenture No. 4, dated as of November 30, 1995, to
Exhibit 4.15, including form of bond.

Indexing Agent's Agreement among Maricopa County, Arizona Pollution Control
Corporation, the Company and Smith Barney, Harris Upham & Co., Incorporated,
relating to the Pollution Control Refunding Revenue Bonds referred to in
Exhibit 4.14. (Exhibit 4.27-03 to the Company's Annual Report on Form 10-K for
the year ended December 31, 1984)

- 'Remarketing Agent Agreement, dated as of May 6, 1994, between Smith Barney

Shearson Inc., and the Company, relating to the Pollution Control Refunding
Revenue Bonds referred to in Exhibit 4.14. (Exhibit 4.02 to the Company's Quarterly
Report on Form 10-Q) for the quarter ended June 30, 1994)

Loan Agreement, dated as of February 12, 1996, between Maricopa County, Arizona
Pollution Control Corporation and the Company, relating to $59,235,000 principal
amount of Maricopa County, Arizona Pollution Control Corporation Pollution
Control Refunding Revenue Bonds, 1985 Series A (El Paso Electric Company Palo
Verde Project).

Indenture of Trust, dated as of February 12, 1996, by and between Maricopa County,

Arizona Pollution Control Corporation and Texas Commerce Bank National

Association, as Trustee, relating to the Pollution Control Refunding Revenue Bonds
referred to in Exhibit 4.18. :

" Tender Agent Agreement dated as of February 12, 1996, between the Company and

Smith Barney Inc., relating to the Pollution Control Refunding Revenue Bonds
referred to in Exhibit 4.18.

Remarketing Age'nt Agreement, dated as of February 12, 1996, between the
Company and Smith Barney Inc., relating to the Pollution Control Refunding
Revenue Bonds referred to in Exhibit 4.18.

Letter of Credit and Reiibursement Agreement dated as of February 12, 1996,
among the Company, Citibank, N.A, as agent for the Creditors named therein
related to the pollution control revenue bonds referred to in Exhibits 4.03, 4.14 and
4.18. . ‘ .

L]
.

*¥10.01 — Co-Tenancy Agreement, datedjuly 19, 1966 and Amendments No. 1 ihrough 5

thereto, between the Participants of the Four Corners Project, defining the respective
ownerships, rights and obligations of the Parties.
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1002 -

10.02-01 -

*10.04 -

*10.05 -

*10.06 —

10.07 -
10.07-01 -

10.08 —

10.09 -

]

Supplemental and Additional Indenture of Lease dated May 27, 1966, including-

amendments and supplements to original Lease Four Corners Units 1, 2 and 3,

between the Navajo Tribe of Indians and Arizona Public Service Company, and
including new Lease Four Corners Units 4 and 5, between the Navajo Tribe of
Indians and Arizona Public Service Company, the Company, Public Service
Company of New Mexico, Salt River Project Agricultural Improvement and Power

District, Southern California Edison Company and Tucson Gas & Electric Company. |

(Exhibit 4-e to Registration No. 2-28692)

Amendment and Supplement No. 1, dated March 21, 1985, to Exhibit 10.02. .

(Exhibit 19.3 to the Company's Quarterly Report on Form 10-Q for the quarter
ended June 30, 1985) ‘

Four Corners Project Operatmg Agreement, dated May 15, 1969 between Arizona
Public Service Company, the Company, Public Service Company of New Mexico,
Salt River Project Agricultural Improvement and Power District, Southern California
Edison Company and Tucson Gas & Electric Company, and Amendments 1 through
10 thereto. ' ‘

Arizona Nuclear Power Project Participation Agreement, dated August 23, 1973,
between Arizona Public Service Company, Public Service Company of New Mexico,
Salt River Project Agricultural Improvement and Power District, Tucson Gas &
Electric Company and the Company, describing the i'espective participation
ownerships of the various utilities having undivided interests in the Arizona Nuclear

- Power Project and in general terms deﬁmng the respective ownerships, rights,

obligations, major construction and operating arrangements of the Parties, and
Amendments No. 1 through 13 thereto.

ANPP Valley Transmission System Participation Agreement, dated Augusf 20, 1981,
and Amendments No. 1 and 2 thereto. APS Contract No. 2253-419.00.

Arizona Nuclear Power Project High Voltage Switchyard Participation Agreement,
dated August 20, 1981. APS Contract No. 2252-419.00. (Exhibit 20.14 to the
Company's Annual Report on Form 10-K for the year ended December 31, 1981)

Amendment No. 1, dated November 20, 1986, to Exhibit 10.07. (Exhibit 10.11-01
to the Company's Annual Report on Form 10-K for the year ended December 31
1986)

i

Firm Palo Verde Nuclear Generating Station Transmission Service Agreement
between Salt River Project Agricultural Improvement and Power District and the
Company, dated October 18, 1983. (Exhibit 19.12 to the Company's Annual Report
on Form 10-K for the year.ended December 31, 1983)

Trust Agreement, dated as of May 1, 1980, between The Bank of New York, as
Beneficiary, and First Security Bank of Utah, N.A., and Robert S. Clark, as Owner
Trustees, establishing a trust designated as El Paso Electric Company (1980)
Equipment Trust No. 2. (Exhibit 5-p-1 to Registration No. 2-68414)

at
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10.10 -

10.11 =

10.12 -

*10.13 -

*10.14 -

. - ‘

Trust Indenture, dated as of May 1, 1980, between The Connecticut Bank and Trust
Company, as Indenture Trustee, and First Secunty Bank of Utah, N.A., and
Robert S. Clark, Owner Trustees. (Exhibit 5-p-2,to Registration No. 2- 684—14)

Lease Agreement, dated as of May 1, 1980, between First Security Bank of Utah,
N.A., and Robert S. Clark, the Owner Trustees, as-Lessor, and the Company, as

. Lessee, providing for the lease of a combustion turbine and related generation

equipment. (Exhibit 5-p-3 to Registration No. 2-68414)

Participation Agreement, dated as of May 1, 1980, among the Company, as Lessee,
The Bank of New York, as Beneficiary, First Security. Bank of Utah, N.A., and
Robert S. Clark, as Owner Trustees, The Connecticut Bank and Trust Company, as
Indenture Trustee, Franklin Life Insurance Company, Woodmen of the World Life
Insurance Society, Minnesota Mutual Life Insurance Company, MacCabees Mutual
Life Insurance Company and Mutual Service Insurance Company, as Lenders,
pertaining to Exhibit 10.17. (Exhibit 5-p-4 to Registration No. 2-68414)

Interconnection Agreement, as amended, dated December 8, 1981, between the
Company and Southwestern Public Service Company, and Semce Schedules A
through F thereto.

Amrad to‘Artesia 345 KV Transmission System and DC Terminal Partxcnpatlon
Agreement, dated December 8, 1981, between the Company and Texas-New Mexico

. *Power Company, and the First through Third Supplemental Agreements thereto.

10.15 -

Interconnection Agreement and Amendment No. 1, dated July 19, 1966, between the
Company and Public Service Company of New Mexico. (Exhibit 19.01 to the

* Company's Annual Report on Form 10-K for thé year ended December 31, 1982)

,*¥10.16 -

10.17 -
-10.18 -

*10.19 -

" 10,20 -

*10.21 -

*10.22 ~

Southwest New Mexico Transmlssmn Project Participation’ Agreement, dated
April 11, 1977, and Amendments 1 through 5 thereto.

Tucson-El Paso Power Exchange and Transmission Agreement, dated April 19, 1982.
(Exhibit 19.26 to the Company's Annual Report on.Form 10-K for the year ended
December 31, 1982)

Revxsed Inland Power Pool Agreement, dated November 23, 1983. (Exhibit 19.11
to the Company's Annual Report on Form 10-K for the year ended December 31,
1983)

Power Sales Agreement No. 2 dated December 2, 1986 between El Paso Electric
Company and Imperial Irngatlon District, and Amendment No. 1 thereto.

Arizona Nuclear Power Project Transmission Project Westwing Switchyard Amended
Interconnection Agreement, dated August 14, 1986. (Exhibit10.72 to the Company's
Annual Report on Form 10-K for the year ended Decembcr 31, 1986)

Power Sales Agreement, dated April 29, 1987, between the Company and
Texas-New Mexico Power Company, and Amendment No. 1 thereto.

Form of Indemnity Agreement between the Company and its directors and officers.
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- 10.23 —

- 10.23-01 —

* 10.23-02 -

*10.25 -

*10.26 -
*10.27 —
 *10.28 -
*10.29 —

*10,30 —

*10.31 -
*10.32 -

*¥10.33 —

*10.34 —

*10.35 —

o ° .
Interchange Agreement, executed April 14, 1982, between Comision Federal de *

Electricidad ("CFE") and the Company. (Exhibit 19.2 to the Company's Quarterly
Report on Form 10-Q for the quarter ended June 30,1991) -

‘Interchange. Service D Agreement Firm Capacity, eéxecuted April 3, 1991, to

Exhibit 10.23. (Exhibit 19.2-04 to the Company's Quarterly Report on Form 10-Q
for the quarter ended June 30, 1991) At the Company's request, confidential
treatment has been granted by the Securities and Exchange Commission to portions
of this document.

o%

Interchange Agreement Operating Procedure No. 1, executed July 2, 1991, to
Exhibit 10.23. (Exhibit 19.2-05 to the Company s Q_uarterly Report on Form 10-Q

* for the quarter ended June 30, 1991)
. - *10.24 —.1

Credit Agreement dated as of Eebruary 12, 1996 between the Company, Chemical
Bank, as agent, and Texas Commerce Bank National Association, as Trustee.

Amended and Restated Executive Services Agreement for David H. Wiggs, Jr., dated
February 27, 1996.

Retirement Agreement for Curtis L. Hoskins, dated October 26, 1995.
Retirement Agreement forJohn E. Droubay, dated Fébruary 22, 1996.
Employment Agreement for Eduardo A. Rodriguez, dated October 26, 1995.
Employment Agreement for Gary R. Hedrick, dated February 12, 1996.

Restatement of Decommissioning Trust Agreement dated as of Fcbruary 12, 1996
between the Company and Boatmen's Trust Company of Texas, as Decommissioning
Trustee for Palo Verde Unit 1. .

Restatement of Dccommnssnonmg Trust Agreement datéd as of February 12, 1996

‘between the Company and Boatmen's Trust Company of Texas, as Decommiissioning

Trustee for Palo Verde Unit 2.

Restatement of Decommissioning Trust Agreement dated as of February 12, 1996
between the Company and Boatmen's Trust Company of Tcxas, as Decommissioning
Trustee for Palo Verde Unit 3. o

Spent Fuel Trust Agreement dated as of February 12, 1996 between the Company
and Boatmen's Trust Company of Texas, as Spent Fuel Trustee.

Trust Agreement, dated as of February 12, 1996 ‘between the Company and Texas

.Commerce Bank National Association, as Trustee of the Rio Grande Resources

Trust II.

Purchase Confract, dated as of February 12, 1996, between the Company and Texas
Commerce Bank National Association, as Trustee of the Rio Grande Resources
Trust II.
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~Exhibit 24 — Power of Attorney:

*24.01 ~ Powers of Attorney (set forth on page L1] ofthis report).
' . ¥24,02 = Certified copy of resolution authorizing signatures pursuant to power of attorney. -
Exhibit 99 - Additipnz‘il Exhibits: ,

¥

99.01 —* Warrant to purchase shares of common stock of CAI Corporation, dated
‘December 30, 1989. (Exhibit 19.2 to the Company's Current Report on Form 8-K,.
dated December 3, 1989) ’

99.02 - Agreed Order entered August 30, 1995 by the Public Utility Commission of Texas..
(Exhibit 99.31 to Registration Statement No. 33-99744)

*  Filed herewith. |
() Reports on Form 8-K: (
The following reports on Form 8-K were filed during the last quarter of 1995: |

None.
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UNDERTAKING <

Insofar as indemnification for liabilities arising under the Securities Act of 1933 may be permitted
to directors, officers and controlling persons of the registrant pursuant to the foregoing provisions, or
otherwise, the registrant has been advised that in the opinion of the Securities and Exchange Commission
such indemnification is against public policy as expressed in the Securities Act of 1933 and is, therefore,
unenforceable. In the event that a claim for indemnification against such liabilities (other than the payment
by the registrant of expenses incurred or paid by a director, oflicer or controlling person of the registrant in
the successful defense of any action, suit or proceeding) is asserted by such director, officer or controlling
person in connection with the securities being registered, the registrant will, unless in the opinion of its
counsel the matter has been settled by controlling precedent, submit to a court of appropriate jurisdiction
the question of whether such indemnification by it is against public policy as expressed in the Act and will
be governed by the final adjudication of such issue. :
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v . POWER OF ATTORNEY .

KNOW ALL MEN BY THESE PRESENTS, that each of El Paso Electric Company, a Texas corporation,
and the undersigned directors and officers of El Paso Electric Company, hereby constitutes and appoints David H. .
Wig ,Jr., Eduardo A. Rodriguez, Michael L. Blough, Gary R. Hedrick and Guillermo Silva, Jr., its, his or her true
and lawful attorneys-in-fact and agents, for it, him or her and its, his or her name, place and stead, in any and all
capacities, with full power to act alone, to sign any and all amendmenis to this report, and to file each such amendment
to this report, with all exhibits thereto, and any and all documents in connection therewith, with the Securities and
Exchange Commission, hereby granting unto said attorneys-in-fact and agents, and each of them, full power and
authority to do and perform any and all acts and th.mEs requisite and necessary to be done in and about the premises, -
as fully to all intents and purposes as it, he or she might or could do in person, hereby ratifying and confirming all that
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said attorneys-in-fact and agents, or any of them, may lawfully do or cause to be done by wvirtue hereof.

SIGNATURES

Pursuant to the rc%uin;ments of Section 13 or 15(d) of the Securities ExchanFe Act of 1934, the registrant has |
g/llll)x:c%a‘llg%% this report to be signed on its behalf by the undersigned, thereunto duly authorized, on the 20th day of
a .

pred

EL PASO ELECTRIC COMPANY

By: D
. _David H, Wiggs, Jr.,
Chief Executive Qfficer and President
(Principal Executive Qfficer)

Pursuant to the req}m]:iremcnts of the Securities Exchange Act of 1934, this report has been signed below by
the following persons on behalf of the registrant and in the capacities and on the date indicated.

Signature Title Date
/s/_ DAVID H. WIGGS, JR. __« Chairman of the Board, Chief Executive Officer,
(David H. Wiggs, Jr.) President (Principal Executive Officer) and Director

/s/ MICHAEL L. BLOUGH Vice President and Controller (Principal Financial
(Michael L. Blough) Officer and Principal Accounting Officer)

/s/_WILSON K. CADMAN Director
(Wilson K. Cadman) ,

/s/ .JAMES A. CARDWELL Director
(James A. Cardwell)

/s/_ GEORGE W. EDWARDS, JR.  Director
(George W. Edwards, Jr.)

/s/ RAMIRO GUZMAN Director
(Ramiro Guzman)
/s/ JAMES W. HARRIS Director
(James W. Harris) March 20, 1996

/s/ KENNETH R. HEITZ Director
(Kenneth R. Heitz)

/s/ EDWARD C. HOUGHTON, IV Director
(Edward C. Houghton, IV)

/s/ MICHAEL K. PARKS Director
(Michael K. Parks)
/s/ ERIC B. SIEGEL Director

(Eric B. Siegel)

/s/ STEPHEN WERTHEIMER _ Director
(Stephen Wertheimer)

/s/ CHARLES A. YAMARONE _ Director
(Charlés A. Yamarone)
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